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NATIONAL ECONOMIC POLICY 


INTERNATIONAL DIVISION OF LABOR, CHINA'S ECONOMIC RELATIONS 


Beijing SOCIAL SCIENCES IN CHINA in English Vol 1, No 1, Mar 80 pp 22-47 


\Articie by Juan Wenqi, Dai Lunzhang and Wang Linsheng]} 


(Text } 


International division of labor is the basis of trade and all economic ties 
between nations. Recognition of this fact is particularly important for China 
at present, when she has made a strategic decision to expand her foreign 
trade and other international economic activities as a means of achieving s0- 
cialist modernization through her own efforts. A study of the question of the 
international division of labor is therefore of both theoretical and practical 
significance for the nation. 

This paper proposes to discuss the following points: 

— International division of labor as an outcome of the growth of produc-? 

tive forces. 

— International division of labor as an important means of saving social 

labor. 

— The expansion of China’s foreign economic relations through an interna- 

tional division of labor as a powerful lever for accelerating her mod- 
ernization. 


I. International Division of Labor: An Outcome of 
the Growth of Productive Forces 


How did the international division of labor begin? How did it prevail? 
Did it result from the growth of productive forces at a given stage, or was it 
a product of man’s will? These are important questions for a Marxist theory 
of world economics. 

Classical writers always maintained that an international division of labor 
emerged and developed at the dictates of productive forces. Here is an incisive 
analysis by Marx: 


... The great progress of the division of labour began in England after 
the invention of machinery. . . . Thanks to the machine, the spinner can 











live in England while the weaver resides in the East Indies. Before the 
invention of machinery, the industry of a country was carried on chiefly 
with raw materials that were the products of its own soil... . Thanks to 
the application of machinery and of steam, the division of labour was 
able to assume such dimensions that large-scale industry, detached from the 
national soil, depends entirely on the world market, on international ex- 
change, on an international division of labour.' 


This makes it clear that an international division of labor was the logical 
outcome of a highly developed division of labor in society, which in turn was 
connected directly with the application of machinery, and that machine pro- 
duction was the decisive factor which removed the national barriers to this 
division and gave it an international character. 

Division of labor dates back to primitive society in the later stages of its 
development. The three major divisions of labor that took place in human 
history were accompanied by three major splits in society arising from the 
growth of productive forces. 

Generally speaking, division of labor developed to a slight degree in pre- 
capitalist societies because of the low level of productive forces. Conditions 
were not yet ripe in any country for its expansion into an international system. 
Many countries did engage in foreign trade, but it was based mainly on a di- 
vision of labor at home and showed no essential difference from domestic 
trade. Such foreign trade was geographically limited, and the amount of goods 
for international exchange was small as compared with the total national 
product, indicating the predominance of a natural economy. Far from being 
worldwide, foreign trade was confined mainly to a given area. The merchandise 
consisted mostly of native products and local specialities or luxuries for the 
ruling classes. The slave-owners and feudal landlords could carry on with 
their fief or manor economy and the peasants and handicraftsmen with their 
atomized economy independent of foreign trade, which played an insignificant 
role in sustaining social reproduction and meeting the needs of the population. 
As Lenin said: 


Under the old modes of production, economic units could exist for cen- 
turies without undergoing any change either in character or in size, and 
without extending beyond the landlord’s manor, the peasant village or the 
small neighbouring market for the rural artisans and small industrialists 
(the so-called handicraftsmen).’ 


The above-stated characteristics and functions of foreign trade in pre-capital- 
ist societies indicated the non-existence of an international division of labor. 





‘Marx, The Poverty of Philosophy, Foreign Languages Press, Beijing, 1978, pp. 134-35. 


?Lenin, Collected Works, Foreign Languages Publishing House, Moscow, 1960, Vol. 3, 
p. 66. 








The picture became entirely different in the 18th and early 19th cen- 
turies, when the Industrial Revolution swept Britain and other European coun- 
tries and modern industry took its rise. The application of machinery was 
coupled with rapid progress in the division of labor in these countries, deepen- 
ing as never before the inter-relations and inter-dependence between all 
spheres, departments and units of social production. Engels said: 


The spinning wheel, the hand-loom and the blacksmith’s hammer were 
replaced by the spinning machine, the power-loom and the steam hammer, 
and the individual workshop by the factory commanding the co-operation 
of hundreds and thousands of workmen. Like the means of production, 
production itself changed from a series of individual operations into a series 
of social acts, and the products from individual into social products.' 


Here Engels not only elucidated the entire concept of the change from indi- 
vidual to social production, but pointed to the fact that the advent of modern 
industry had culminated in the rise of large-scale capitalist social production, 
as manifest in the completely social character of the means of production, 
the production processes and the products. The means of production brought 
together from different regions had changed from those for scattered, indi- 
vidual use to those for concentrated use by factories employing large numbers 
of workers. While once it could have been the job of one person, production 
was now a Collective effort, calling for the co-operation of many factories, and 
the products were turned out for society at large. 

How did machine production put the division of labor in one country or 
another on an international basis and give social production an international 
orientation? 

Social production by machinery put an end to national isolation and 
seclusion, bringing many countries and regions into the orbit of an interna- 
tional division of labor. Manufacture, as Marx pointed out, was not able to 
make a clean sweep of small-scale production, nor could it embrace produc- 
tion in society as a whole. Small-scale production was elbowed out wholesale 
only after manufacture had been replaced by machine production. The huge 
quantities of cheap commodities produced by modern industry were the heavy 
artillery that battered down the “Great Walls” of all ancient nations. Only 
large-scale production could “draw from under the feet of industry the na- 
tional ground on which it stood” and ‘‘destroy all old-established national in- 
dustries,”? involving a series of countries in an international division of labor 
and international exchange. 

As an inexorable law, social production by machinery was bound to 
breach through national barriers as it grew bigger and bigger. As Lenin said: 





‘Engels, Anti-Diihring, FLP, Beijing, 1976, pp. 345-46. 
?Cf. Marx and Engels, Manifesto of the Communist Party, FLP, Beijing, 1975, p. $7. 














... Capitalism is in no position to go on repeating the same processes of 
production on the former scale, under unchanging conditions (as was the 
case under pre-capitalist regimes), and it inevitably leads to an unlimited 
growth of production which overflows the old, narrow limits of earlier eco- 
nomic units.! 


The application of giant machinery resulted in a continuous expansion in 
production scale and capacity, so that more and more new markets had to be 
found for the growing quantities of products in addition to the home market. 
The sharp rises in production also created an enormous demand for raw ma- 
terials, and big industries opened up new sources of cheap raw materials over- 
seas. As the Manifesto of the Communist Party said, big industries ‘‘no longer 
work up indigenous raw material, but raw material drawn from the remotest 
zones” and their products “are consumed, not only at home, but in every 
quarter of the globe.’” After the Industrial Revolution, for example, modern 
industry developed so rapidly in England that her products far outstripped 
domestic demand. By the mid-19th century Britain had to turn to international 
markets for the sale of half of her industrial products and to sources abroad 
for the greater part of raw materials needed at home. This was especially true 
of her cotton textile industry, which shipped abroad 80 per cent of its cotton 
piece goods and imported all the cotton it needed. The exports of England increas- 
ed seven times between 1801 and 1850. With the emergence of large-scale pro- 
duction by machinery, industrial cities sprang up one after another, and their 
growing population needed ever bigger amounts of foodstuffs and industrial 
products. These cities had to bring in consumer goods from other parts of the 
country and from abroad. Between 1852 and 1859, 26.5 per cent of Britain’s 
wheat consumption was imported, and the proportion exceeded 48 per cent 
during 1868-75.° 

That was how modern industry drew countries at all levels of economic 
development — countries which exported industrial products or raw materials 
and foodstuffs — into the international division of labor and the world market. 
“In place of the old local and national seclusion and self-sufficiency, we have 
intercourse in every direction, universal interdependence of nations.’ 


Modern industry also provided a material and technical base for the de- 
velopment of shipbuilding, railway transport and telecommunications, which 
were necessary for the formation and expansion of an international division of 
labor. 





‘Lenin, Collected Works, FLPH, Moscow, 1960, Vol. 3, p. 590. 
2Marx and Engels, op. cit., p. 37. 


3The Economic Histories of Foreign Countries (in Chinese), compiled by Fan Kang 
and Song Zexing, the People’s Publishing House, Beijing, 1965, Vol. I, pp. 78 and 92. 


“Marx and Engels, op. cit., p. 37. 








Clearly, modern industry played a decisive role in developing the division 
of labor in individual countries into an international system and social pro- 
duction into international production. 

Practice is the only yardstick of truth. It has time and again borne out 
the truth of the scientific thesis of classical Marxist writers that an interna- 
tional division of labor emerged and developed at the dictates of social produc- 
tive forces. The period of the world’s first scientific and technological rev- 
olution, which ushered in modern industry, only saw the beginning of the 
system of international division of labor and internationalized production, 
which deepened and broadened along with the growth of productive forces 
and the progress in science and technology. Lenin said: 


At a definite stage in the development of exchange, at a definite stage 
in the growth of large-scale production, namely, at the stage which was 
attained towards the turn of the century, exchange so internationalized 
economic relations and capital, and large-scale production assumed such 
proportions that monopoly began to replace free competition.' 


The second scientific and technological revolution took place at the turn of the 
century, when new steel-making methods, generators, internal combustion 
engines and electric motors came into wide use and many new branches were 
added to the chemical, non-ferrous metal and light metal smelting industries. 
The swift progress in science and technology brought in its train the growth of 
capitalist production and the replacement of free competition by monopoly. The 
international division of labor culminated in the formation of a single world 
market. “. . . Already under capitalism, all economic, political and spiritual life 
is becoming more and more international.’ 

The third scientific and technological revolution following the conclusion 
of World War II, in particular, brought into existence a series of new indus- 
tries such as high polymer synthesis, atomic energy, electronics and astro- 
nautics. This exerted a profound and extensive influence on the international 
division of labor, which underwent great changes in form and trend of de- 
velopment. This revolution, relatively speaking, weakened the role of devel- 
oping countries as suppliers of raw materials and foodstuffs for developed 
capitalist countries. Thus the latter could no longer keep intact the old forms 
of division of labor between themselves and the former. On the other hand, 
the revolution strengthened the division of labor between the developed capi- 
talist counfries, bringing about a quick change in the form of the international 
division of labor, namely, a change from inter-industry specialization to intra- 
industry specialization. 





1 Lenin, Collected Works, Progress Publishers, Moscow, 1964, Vol. 22, p. 104. 
2 Lenin, Collected Works, FLPH, Moscow, 1963, Vol. 19, p. 246. 








Scient.fic-technological progress also multiplied the gradations within the 
industries, making the products more varied and their production processes 
more complicated. Specialized equipment and technology were needed to enable 
the products to measure up to the required standards. The specialized equip- 
ment needed was sophisticated, though generally not in large quantity. At the 
same time, large funds were needed for scientific research, which had to be 
conducted in a big way to enable the products to meet the required standards. 
Under these conditions, only production in enormous quantities was economi- 
cally feasible, but this type of production was not profitable for any single 
country to undertake with its limited domestic market, capital, equipment and 
technical force. Specialization and co-operation on an international scale were 
the only way out, and manifested itself in the following forms: 

(1) Specialization in products of different types and specifications. Take 
tractors for instance. According to data published by the United Nations Food 
and Agriculture Organization, in the early 1960s as many as 350 types of wheel 
and 170 types of caterpillar tractors were traded through international chan- 
nels. Roughly speaking, the United States exports mainly big horse-power 
wheel and caterpillar types, Britain medium wheel types and West Germany 
small wheel types. Most of the British and West German tractors go to the 
international market, of which some are exported to principal tractor-produc- 
ing countries. 

(2) Specialization in component parts and accessories. This kind of in- 
ternational specialization is now very common. For instance, Britain manu- 
factures jet engines for the aircraft industry of the United States, France and 
other countries while U.S. companies produce electrical appliances and acces- 
sories for other countries. This form of production is now ever more widely 
used by enterprises in capitalist countries. Take tie machine-building in- 
dustry. None of the “Type 360” electronic computers of I.B.M. of the United 
States is made by the company on its own. Its parts are produced by sub- 
sidiary companies in several West European countries before assembly in the 
United States. Of the machines exported by the United States, Britain and 
France in 1960, 40 per cent were so-called “integrated international products,” 
namely, products assembled entirely or partly from foreign-made parts, and 
the proportion rose to 48 per cent in 1970. 

(3) Specialization in technological processes. For the manufacture of 
chemical products the West German monopoly Bayer AG., for example, has 
established relations of co-operation with 35,000 enterprises at home and 
abroad, to which it provides intermediate products for processing into final 
products. 

The deepening of international intra-industry specialization was reflect- 
ed also in trade figures for the post-World War II period. In the 1960s, 
the intra-industry trade of the 11 principal industrial countries —the United 
States, Britain, France, West Germany, Japan, Italy, Holland, Belgium, Luxem- 














bourg, Canada and Australia had risen to approximately half of their total 
volume of foreign trade, with the chemical and machine-building industries 
figuring most prominently on the list. 

The deepening international division of labor played an ever more impor- 
tant role in the economic development of many countries, which became more 
and more dependent on external markets. The fact that in the post-war years 
foreign trade earnings have taken up an increasingly greater percentage in the 
GNP of developed capitalist countries speaks volumes for the new depth and 
breadth of the international division of labor. In 1950-78, the percentage of 
export trade earnings in the GNP rose from 3.6 to 6.9 in the United States; 
from 7.6" to 11.7 in Japan; from 8.5 to 22.3 in West Germany; from 17.5 to 
23.7 in Britain; from 10.5 to 16.8 in France; and from 9.8°* to 21.5 in Italy.' 

The above situation was caused by competition amongst monopoly groups 
and reflected the deepening of specialization in international intra-industry 
production. This deepening, which marks a new stege in the development of 
the present-day international division of labor, is a result of the third scientific 
and technological revolution. Practice has once again proved that productive 
forces are decisive to the rise and development of the international division of 
labor. However, as productive forces invariably develop under specific rela- 
tions of production, the nature of the international division of labor is also 
conditioned by the relations of production. 

In the Manifesto of the Communist Party Marx and Engels said: 


Just as it [the bourgeoisie] has made the country dependent on the 
towns, so it has made. . . nations of peasants [dependent] on nations of 
bourgeois, the East on the West.’ 


Under capitalism, therefore, the basic pattern of the international division 
of labor is the antitheses between “the world’s towns” and “the world’s coun- 
tryside.”” Such a division is necessarily compulsory, abnormal and exploitative in 
character. 

Under capitalism, especially under imperialism, the division of labor be- 
tween economically developed and underdeveloped countries is in most cases 
carried out by compulsory, extraeconomic means in addition to economic means. 
Monopoly capital has subordinated colonial and semi-colonial economies to im- 
perialist countries and turned the former into markets or suppliers of raw ma- 
terials and food grain for the latter. Thus, economically underdeveloped 
countries have been reduced to agrarian countries with a lopsided specializa- 





*1952 figure. 


** 1951 figure. 


‘Calculated according to the data published in the 1959 supplement to the International 
Financial Statistics of the IMF and in the June 1979 issue of the same journal. 


2Marx and Engels, op. cit., p. 38. 














tion in the production of raw materials and food grain. As a result of this kind 
of international division of labor, the economic and trade ties between im- 
perialist states and colonial countries have never been based on the principle 
of equality and mutual benefit, but on the ruthless exploitation and plunder 
of the latter by the former. 

It should be pointed out that, to free themselves from economic stagnation 
and increase their profits, developed capitalist countries are trying to push a 
“new in'e: ational division of labor” by shifting part of their industries to 
developing countries. This is essentially the same thing as what capitalist in- 
ternational division of labor used to be, except for some changes in form and 
trend. Although Third World countries can develop their industries to some 
extent through the ‘new international division of labor,” they are unable to 
expand their national economies independently. The abnormal and exploita- 
tive nature of the capitalist international division of labor remains basically 
unchanged. 

To push its heges. iism, Soviet social-imperialism uses the compulsory 
and irrational “internat.vnal division of labor” as a means of expansion. Flaunt- 
ing the signboard of a “socia, international division of labor,” it has tried to 
fob off ‘economic integré‘ion’ on the Comecon in order to control other Come- 
con member countries politically through an “international division of labor.” 

While the nature and characteristics of the international division of labor 
are conditioned by the relations of production, we should distinguish between. 
and not lump together, the objective inevitability of an international division of 
labor which is determined by productive forces and the social nature of this di- 
vision. 

Marxism-Leninism holds that the development of productive forces is 
always a progressive historical trend. This also applies to the international 
division of labor, which is a manifestation as well as an outcome of the de- 
velopment of productive forces. Speaking of the progressiveness of the inter- 
national division of labor, Stalin said: 


The further development of capitalism . . . bound peoples of the most 
diverse types by the ties of international division of labor and all-round 
mutual dependence. In so far as this process was a reflection of the colossal 
development of productive forces, in so far as it helped to destroy national 
aloofness and the opposition of interests of the various peoples, it was 
and is a progressive process, for it is creating the material prerequisites for 
the future world socialist economic system.! 


However, where the capitalist relations of production prevail, this union of 
various peoples is not based on equality, mutual benefit and voluntariness but 
on oppression and exploitation. “For that reason we find that, side by side 


‘Stalin, Works, FLPH, Moscow, 1953, Vol. 5, p. 184. 

















with the tendency towards union, there arose a tendency to destroy the forcib e 
forms of such union.”’ At present, the latter tendency finds its expression in 
the struggle of the Third World countries and peoples against imperialist en- 
slavement and exploitation and for economic and political independence. But 
this does not mean that the tendency towards economic union will stop under 
socialism or that the international division of labor will cease to exist with the 
end of the capitalist system. On the contrary, this division will develop still 
further under socialism. Here is a scientific forecast made by Engels more than 
a century ago: 


Capitalist industry has already made itself relatively independent of 
the local limitations of production at the places of origin of its raw ma- 
terials . . . Spanish iron ore is worked up in England and Germany, and 
Spanish and South American copper ores in England. . . . Society liberated 
from the barriers of capitalist production can go much further still.? 


Here the “society liberated from the barriers of capitalist production” refers 
definitely to a socialist society. In other words, the international division of 
labor is also an irresistible trend under socialism. 


II. International Division of Labor: An Important 
Means of Saving Social Labor 


The international division of labor drives productive forces forward because 
it reduces social labor. 

Classical bourgeois political economy, one of the three sources of Marx- 
ism, has explained the reason why an international division of labor can re- 
duce social labor. Both Adam Smith’s theory of territorial division of labor 
and David Ricardo’s doctrine of comparative advantages of production contain 
rational kernels, as can be seen from the works of classical Marxist writers. 


As is known, Adam Smith’s thesis on the territorial division of labor is 
that every country stands to gain from such a division. As an example he 
said that if one country produced woolens with less labor while the same was 
true of another country in the production of wines, then each of the two coun- 
tries should specialize in making less labor-consuming things for exchange with 
the other. This, he said, would save labor, to the advantage of both sides.’ 





‘{bid., p. 185. 


2Engels, Anti-Dihring, FLP, Beijing, 1976, pp. 385-86. 


3See Adam Smith, The Wealth of Nations, G. Bell and Sons Ltd., London, 1925, Vol. 1, 
pp. 457-59. mo : 








David Ricardo carried this thesis of Smith's further by dwelling on the 
merits of free trade. In his opinion, two countries could benefit from trade 
not only when the labor productivity for the export items of one country was 
higher than that for corresponding items in another country, but also when the 
labor productivity in all departments in one country was lower than that in 
the other. Elaborating Smith's example to prove his point, he assumed that in 
England the labr. of 100 workers for a year was needed to produce a certain 
amount of cloth and the labor of 120 workers for a year was needed to pro- 
duce a certain amount of wine, while in Portugal the labor of only 90 and 80 
workers for a year was needed for the same purposes, Portugal beat England 
in the productivity for both items, especially for wine. Thus it would be a 
good idea for Portugal to concentrate on wine and not on both items and to 
exchange its wine for British cloth. In other words, through foreign trade 
Portugal could exchange a definite amount of wine produced by the labor of 
80 workers in a year for a definite amount of cloth that would otherwise have 
taken the labor of 90 workers in a year to produce. Such an exchange would 
save Portugal the labor of 10 workers a year with obvious benefits. England 
would be exchanging its cloth produced by the labor of 100 workers in a year 
for the amount of wine produced by the labor of only 80 workers in a year. 
But since it would otherwise have taken the labor of 120 English workers in 
a year to produce the same amount of wine, the exchange would save Eng- 
land 20 workers’ labor in a year and therefore would also be advantageous! 

The rational kernel in Ricardo’s theory of comparative advantages of pro- 
duction lies in the fact that it is based on the theory of labor value and also 
on his correct view that in the international exchange of commodities the de- 
cisive factor is the comparative advantages of production rather than the ab- 
solute amounts of labor spent on the production of these commodities. Under 
certain conditions it is possible to put into practice Ricardo’s thesis that coun- 
tries at different levels of development of productive forces can, through ex- 
changing one commodity for another, gain more benefits than if they produce 
the latter by themselves. Marx also said that in international exchange a 
country with a lower labor productivity, namely, an economically underde- 
veloped country, ‘“‘may offer more materialized labor in kind than it receives, 
and yet thereby receive commodities cheaper than it could produce them.’”? 

It should be noted that the theory of international division of labor and 
of comparative costs of production advanced by classical bourgeois political 
economists have serious flaws. Due to their bourgeois limitations, both Smith 
and Ricardo approached economic phenomena from an a-historical angle. Study- 
ing economic questions out of the context of the capitalist mode of production, 


— a a ee 


‘See David Ricardo, Principles of Political Economy and Taxation, Everyman's Library 
edition, London, 1937, pp. 81-83. 


? Marx, Capital, FLPH, Moscow, 1959, Vol. III, p. 232. 


10 





they regarded capitalism as a natural and everlasting social formation, and 
consequently the system of an international division of labor then being es- 
tablished as also natural and everlasting, with other regions of the world acting 
as agricultural and raw material satellites which revolved around the “in- 
dustrial sun” — Britain. They held that the various countries could turn out 
products at absolutely and relatively low costs and exchange them through free 
trade to the advantage of all. That is why the theories of Adam Smith and 
David Ricardo became the theoretical basis of free trade. Free trade at that 
time actually meant the freedom of Britain to dump its cheap industrial goods 
onto the markets of other countries and the freedom of factory owners to step 
up their exploitation of the workers. The theory of international division of 
labor and the theory of comparative costs of production of classical bourgeois 
political economists cover up the exploitative nature of capitalist economic re- 
lations, thereby forfeiting their scientific integrity. Nevertheless, these theories 
had their progressive side. In their time they stood the British industrial bour- 
geoisie in good stead in their drive for free trade and played a positive role 
in the struggle to liberate social productive forces from the feudal yoke. Since 
the advent of imperialism, the hired scholars of monopoly capital have used the 
theory of comparative costs of production to embellish the international divi- 
sion of labor by which imperialism carries out plunder, thereby vulgarizing the 
theory and making it an apologia for imperialism. 9 

The domination of the capitalist relations of production on a world scale 
has given a lopsided character to the international division of labor and to the 
economizing of social labor. Consequently, as mere economic appendages the 
colonies and dependencies orient their production towards the needs of their 
‘mother countries.’ Where anarchy in production prevails, economy of social 
labor is realized through the spontaneous operation of the law of value on the 
international market. Each capitalist only concerns himself with economizing 
the capital he has paid out, so as to enlarge the amount of surplus value, rather 
than economizing the labor of the entire society. This makes it impossible to 
make rational use of resources and inevitably causes waste and destruction to 
ther. Marx once pointed out, ‘We are told that free trade could create an in- 
ternational division of labor and thereby give to each country those branches of 
production most in harmony with its natural advantages.”' The West Indies 
with its special natural conditions, he said, could provide coffee and cane sugar, 
but the East Indies could reduce them to nought if it could offer a more com- 
petitive price. While revealing the “Gospel” of capitalist free trade for what 
it is, this statement of Marx's also shows that there is bound to be waste and 
destruction in the capitalist system of the international division of labor. The 
labor productivity for certain products or in certain departments in a colony or 
dependency may be very high and may be a saving on social labor when viewed 





‘Marx, The Poverty of Philosophy, FLP, Beijing, 1978, p. 205. 


ll 











locally and temporarily. But with a single-product economy or the over-devel- 
opment of a few products, the majority of the sectors in the economy remain 
extremely backward and the level of productive forces of the entire society low 
and stagnant. Thus the saving on labor is one-sided from an over-all and long- 
term point of view. It can therefore only provide capitalists of the metropoli- 
tan countries with a source of extra profit and bring poverty and misery to 
colonies and dependencies. 

From the above it is clear that whether an international division of labor 
can bring a country genuine economy of social labor and a sound development 
of its economy depends on the internal as well as external conditions of that 
country. An international division of labor can play its proper role and a lop- 
sided single-product economy can be avoided only when the colonies and de- 
pendencies have won political independence, removed the internal and exter- 
nal obstacles to their economic development and established foreign economic 
relations based on equality and mutual benefit. As Marx said: 


By ruining handicraft production in other countries, machinery forcibly 
converts them into fields for the supply of its raw material. . . a new and 
international division of labor, a division suited to the requirements of the 
chief centres of modern industry springs up, and converts one part of the 
globe into a chiefly agricultural field of production, for supplying the other 
part which remains a chiefly industrial field.' 


While making this statement Marx cited the figures of the United States’ 
cotton and grain export to Britain as an example of such international division 
of labor. He said: 


The economic development of the United States is itself a product of 
European, more especially of English modern industry. In their present 
form (1866) the States must still be considered a European colony.’ 


Nevertheless, this situation is not unchangeable. Imperialism has stamped 
the international division of labor witha brand of abnormality which will grad- 
ually disappear with changes in the conditions of social production in the col- 
onies and dependencies. The period following the Civil War of 1861-65 in 
the United States paved the way for the country’s capitalist industrialization 
and witnessed a swift development of its economy. Therefore, in the fourth 
edition of Capital published in 1890 Engels added a footnote: 


Since then they (the United States) have developed into the country 
whose industry holds second place in the world, without on that account 
entirely losing their colonial character.* 


ee — 


‘Marx, Capital, FLPH, Moscow, 1959, Vol. I, p. 451. 
2 Ibid., p. 451, footnote. 
ibid. pp. 451-53. 
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The colonial character here refers mainly to the vestiges remaining in the 
economic relations between the United States and its former “mother country” 
—= vestiges which manifested themselves in the fact that industrial goods ac- 
counted for a relatively small percentage in the United States’ total export and 
that its export to Britain and other European countries still consisted mainly of 
raw materials and foodstuffs. Duiing the transition to imperialism, the U.S. 
economy developed by leaps and bounds, so that by 1913 industrial products 
accounted for almost half of its total export. This fully shows that changes 
in the internal and external conditions of a country are accompanied by a change 
in its position in the system of the international division of labor. 

The vigorous development of national liberation movements in the post- 
war period has put many of the former colonies and dependencies onto the 
road of national independence. Since winning political independence, they 
have carried on a struggle against imperialism and hegemonism in the inter- 
national economic sphere, which has effected some changes in international 
economic relations. It is under these conditions that a number of developing 
countries have pushed their economies forward through foreign trade and other 
foreign economic contacts by utilizing an international division of labor. 

To speed up socialist construction, socialist countries like Yugoslavia and 
Romania have made full use of an international division of labor to expand 
their economic ties with capitalist countries. Consciously utilizing the func- 
tion of the law of value in the domestic as well as the world market, they have 
reduced the costs of their products, economized on the expenditure of labor, 
enlarged the sources of funds and expanded technological exchange, thereby 
accelerating the tempo of their economic development. 

The international division of labor can help economize on social labor only 
through the functioning of the law of value. How, then, does this law operate 
on the international market? Does exchange of equal values exist? How does 
exchange of unequal values come about? 

The price of a commodity on the world market is also governed by the 
law of value, except that its international value, different from its domestic 
value, is not determined by the socially necessary labor time for producing that 
commodity under the standard conditions of social production in one country. 
Its ‘unit of measure is the average unit of universal labor,” namely, the aver- 
age unit of labor expended by all the participating countries in international 
trade. The law of value requires that commodities be exchanged by a ratio 
based on their international value. In this sense, the world market is the same 
as the domestic market in that commodities are exchanged on the principle of 
equal values. 

Since labor productivity varies from one country to another, the 
international value of a commodity, the basis of its international price, cannot 
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be equal with its domestic value, This is like the exchange of commodities 
within any country where the individual value of a commodity is not the same 
as its social value. Hence the situation in which “three workdays of a country 
may be exchanged for one workday of another country’ and “the favored 
country recovers more labor in exchange for less labor.”? The terms ‘more 
labor” and “less labor’ used by Marx here refer to the domestic value of a 
commodity, but they are “equal” in terms of their international value. Meas- 
ured by its domestic value, a commodity of one country may represent three 
workdays while a commodity of another country only one workday, but both 
may be equivalent to two workdays in terms of their international value. Here 
the exchange is not one of unequal values, as the social value of the commod- 
ity determined by the socially necessary labor time in one country has become 
an individual value internationally. This is a “substantial change in the law 
of value.’ 


As the individual value of a commodity in a developed country is lower 
than its international value, it yields an extra profit when it is sold at the in- 
ternational value, or at a value below the international value but still higher 
than its individual value. 


Labor productivity is low in underdeveloped countries and the individual 
values of their commodities are higher than their international values. Even if 
these countries sell their commodities at international values, they would still 
sustain losses through an over-expenditure of materialized labor. But if they 
manufacture at home the imported commodities they get in return, they would 
have to expend more than the labor contained in their export commodities, 
commodities whose individual values are higher than their international values. 
In the case of the underdeveloped countries, therefore, they too are able to 
economize on social labor through such trade. This shows that, whether the 
individual value of a commodity is higher or lower than its international value, 
trade is equal and mutually beneficial inasmuch as it is based on international 
value, even though the two sides may not gain in equal degrees.‘ 


The foregoing is an explanation of how the international division of labor 
helps economize on social labor through the operation of the law of value 
within the framework of exchange of equal values. This does not mean that 
there is no exchange of unequal values in international trade, which is a com- 
mon occurrence. In the preparatory stage of the capitalist mode of production, 


_— ---- ——— 





‘Marx and Engels, Collected Works, Ger. ed, Dietz Verlag, Berlin, 1974, Vol. 26, (3), 
p. 103. 


?Marx, Capital, FLPH, Moscow, 1959, Vol. III, p. 233. 
3Marx ard Engels, Collected Works, op. cit. 


*Cf. M-.x, Grundriss (Foundations of the Critique of the Critique of Political Economy) 
(Rough Draft), translated by Martin Nicolaus, Penguin Books, London, 1974, p. 872. 
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mercantilism aimed at buying cheap and selling dear on the international 
market. In the period of free capitalist competition, developed capitalist 
countries conducted exchanges of unequal values with colonics and depen- 
dencies by trick or by force, In the era of imperialism, monopoly capital ruth- 
lessly exploits underdeveloped countries by selling or buying at monopoly 
prices. Such an exchange of unequal values, however, has nothing to do with 
the differences in the labor productivities in various countries. These dif- 
ferences only result in the individual value of a commodity being higher or 
lower than its international value, and exchange of unequal values will not 
occur if the trade is based on the international value.’ In other words, the ex- 
change of unequal values in modern times occurs when monopoly capital 
forces selling prices up above the international value and buying prices down 
below it. Monopoly, of course, is not omnipotent; it cannot eliminate com- 
petition, nor can it do away with the functions of the law of value. On the 
contrary, the anti-monopoly struggle and the competition between big enter- 
prises may batter down the position whereby monopoly groups can manipulate 
prices as they please. 

Since the Sixth Special Session of the U.N. General Assembly in 1974, 
there has been a new development, both in depth and in breadth, in the Third 
World countries’ struggle to change the old international economic order. After 
winning tremendous victories in their oil struggle, developing countries haveg 
formed a series of raw material producers’ organizations and carried out strug- 
gles in different forms against the exchange of unequal values and for bigger 
income from the export of primary products. To free themselves from the 
fetters of old international economic relations and accelerate the development 
of their national economies, they have proposed, at relevant international con- 
ferences, the institution of a generalized preferential system and an integrated 
commodity program for improving trading conditions. They have demanded a 
shift of industries, a fair transfer of technology and a rational international 
division of labor to accelerate their industrialization. They have also demand- 
ed a change in the international monetary system, so that they can play a fuller 
and more effective part in decision-making in international financial organiza- 
tions and thus obtain development funds, ease external debt burdens and forge 
links between special drawing rights and development funds. These struggles 








‘While delving into the question of the exchsnge of unequal values according to the 
relevant theses in Capital, some progressive scholar; abroad have formed similar views. 
In his Unequal Exchange the Greek writer Arghiri Emmanuel describes the above situa- 
tion as an exchange of unequal values in a broad sense. In the fourth chapter of his book, 
however, he begins by saying that this is not an exchange of unequal values in its true 
sense, as it is connected with the different labor productivities in different countries. He 
also stresses that his studies concern the exchange of unequal values in its narrow sense 
or in its true sense. Cf. Unequal Exchange, Monthly Review Press, New York, 1976, p. 160, 
and Samir Amin, Unequal Development, Monthly Review Press, New York, 1976, p. 141. 
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have deat heavy blows to the domination of international monopoly capital 
and to a certain extent have changed the external conditions of the developing 
countries in the international division of labor. At the same time, some of 
the developed countries have had to recognize the need for change in existing 
international economic relations and to accept certain readjustments. From a 
long-term point of view, therefore, there will be an increasing tendency 
towards restricting the scope and extent of the exchange of unequal values, 
though it should not be neglected that the struggle to destroy the old interna- 
tional economic order and establish the new will be protracted and tortuous. 

The following conclusion can be drawn from the above analysis. After 
winning political independence, developing countries can effectively utilize the 
international division of labor and economize on social labor in order to facili- 
tate their economic growth, provided that they take over the economic lifelines 
controlled by foreign capital and adhere to the principle of independence and 
self-reliance. 


III. The Expansion of China’s Foreign Economic Relations 
Through the International Division of Labor as a 
' Powerful Lever for Accelerating Her Modernization 


That socialist countries must fully utilize the international division of labor 
is something determined by objective economic law. Its utilization reflects the 
inherent need of large-scale social production and is in complete accord 
with the progressive historical tendency towards internationalized production. 

The victory of socialist revolutions has opened up the possibility and neces- 
sity of fully utilizing an international division of labor through foreign eco- 
nomic and trade ties. This possibility arises first of all from the dependence of 
capitalist economies on the world market and international trade. Imperialist 
countries may resort to suspension of trade, blockade and embargo against a 
new-born proletarian state. But the capitalist economies cannot do without 
foreign trade. With the progress in science and technology and the growth of 
productive forces, they need all the more to expand external economic ties. 
This objective process, which is independent of human will, compels impe- 
rialist countries ultimately to follow the line of establishing economic ties with 
socialist countries. Lenin pointed out incisively: 


There is a force more powerful than the wishes, the will and the deci- 
sions of any of the governments or classes that are hostile to us. That 
force is world general economic relations, which compel them to make con- 
tact with us.' 


eee ee 


‘Lenin, Collected Works, Progress Publishers, Moscow, 1966, Vol. 33, p. 155. 
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Following the October Revolution and after failure in their armed intervention, 
the imperialist countries resorted to blockade and embargo against the world’s 
first socialist state in the fond hope of strangling it in the cradle. The economic 
crisis of 1921, however, made the market problem all the more pressing and 
compelled Britain to conclude the first provisional trade agreement with the 
Soviet Union. As Lenin said: 


The bourgeois countries must trade with Russia; they know that un- 
less they establish some form of economic relations their disintegration will 
continue in the way it has done up to now! 


This agreement had, in Lenin’s words, “world _ significance’ when viewed 
against Britain’s position in world economy and poiitics at that time. It shook 
the Entente blockade system to its foundations and did much to expand eco- 
nomic and trade relations between the Soviet Union and the capitalist coun- 
tries. The history of New China’s smashing of imperialist blockades and em- 
bargoes has once again borne out the truth of Lenin’s thesis. It is the objec- 
tive need of capitalist economy that offers socialist countries the possibility for 
a full utilization of the international division of labor. Furthermore, before 
revolution most of the socialist countries were economically backward countries 
which for a long time served as economic appendages to imperialism. 
Their position in the system of the international division of labor was subor- 
dinate to the needs of their “mother countries.” Only after victory in rev-’ 
olution was it possible for the socialist countries to utilize such a division of 
labor on their own initiative. Public ownership of the means of production, 
planned development of national economy, the dictatorship of the proletariat 
and exclusive control of foreign trade by the state—all these enable these 
countries to expand their external economic ties and fully utilize the interna- 
tional division of labor on the basis of equality and mutual benefit and in ac- 
cordance with the principle of centralized leadership and unified planning. 

Why is it necessary for socialist countries to utilize the international divi- 
sion of labor? Under socialism, productive forces are bound to develop more 
rapidly, and production is bound to assume a stronger social character than 
under capitalism. This not only means a further deepening of the ties 
and inter-dependence between domestic departments and enterprises and the 
need for a planned, proportionate development, but calls for a more extensive 
and deeper-going utilization of the international division of labor. Highly so- 
cial large-scale production cannot possibly be confined to one country — the 
growth of socialist productive forces requires that it step beyond national 
bounds and establish intricate ties with other countries. Full utilization of the 
international! division of labor as an important means of economizing social 
labor is also required by socialist economic laws. Marx said: 





‘Ibid, p. 214. 
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Economy of time, to this all economy ultimately reduces itself... . 
Thus, economy of time, along with the planned distribution of labor time 
among the various branches of production, remains the first economic law 
on the basis of communal production. It becomes law, there, to an even 
higher degree.' 


It can thus be seen that economy of labor time, namely, economy and planned 
allocation of social labor, is a very important economic law in both socialist 
and communistic societies. 


Economy of social labor means higher labor productivity; they are two dif- 
ferent manifestations of one and the same process. To raise labor productivity 
continucusly and swiftly is of paramount importance in that it helps consoli- 
da.e the dicts torship of the proletariat and guarantee victory of socialism over 
capitalism. As Lenin said, “In the last analysis, productivity of labor is the 
most important, the principal thing for the victory of the new social system.’” 
In the era of imperialism the uneven political and economic development of 
capitalism enables the proletariat to break through the weakest link on the 
imperialist front and win socialist revolution first in one or several countries, 
usually in economically backward countries or countries at a medium level of 
4ievelopment. After their revolutionary victories, it is impossible for these 
countries to safeguard their political power and consolidate their socialist 
system, unless they develop their economy at the highest possible speed and 
catch up with and surpass advanced capitalist countries. In this sense, speed 
is not only an economic question but a sharp political question as well. There 
can be no high-speed developinent without economizing on social labor or 
raising labor productivity to the maximum. Therefore, economization of so- 
cial labor through full utilization of the international division of labor is of 
immediate concern to the victorious proletariat. 


The fact that socialist countries need this division does not mean economic 
dependence on the capitalist world. Stalin made a penetrating analysis of the 
whys and wherefores of this in his struggle against Trotsky. He pointed out 
that the Soviet Union did depend on enlarging its economic and trade ties with 
capitalist countries in order to accelerate its socialist construction but that such 
dependence was mutual since capitalist countries needed all the more to look 
to the Soviet Union for markets, raw materials and fuel. He said: 


Our country depends upon other countries just as other countries de- 
pend upon our national economy; but this does not mean that our country 
has thereby lost, or will lose, its independence. . . . A distinction must be 





' Marx, Grundriss (Foundations of the Critique of the Critique of Political Economy) 
(Rough Draft), translated by Martin Nicolaus, Penguin Books, London, 1974, p. 173. 


?Lenin, Collected Works, Progress Publishers, Moscow, 1965, Vol. 29, p. 427. 
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drawn between the dependence of some countries on others and the eco- 
nomic independence of these countries,' 





The dictatorship of the proletariat and the public ownership of the means of 
production established in the Soviet Union were a powerful guarantee of its eco- 
nomic independence. Its participation in the international division of labor 
could not be put on a par with the participation by those countries whose eco- 
nomic lifelines were controlled by others and who had to depend on them uni- 
laterally. The controversy over this question in the Communist Party of the 
Soviet Union in the 1920s is still of much practical significance to us both in 
theory and in practice. 

Full utilization of an international division of labor aims precisely at vig- 
orously expanding foreign trade and other external economic ties, which in 
turn will enable socialist countries to achieve greater economic results with less 
expenditure of labor. In this sense, foreign economic relations are a powerful 
lever for socialist countries in the development of their economies at high 
speed. Herein lies the main reason why socialist countries need foreign trade. 
This, of course, does not imply that the high speed development of socialist 
economy depends mainly on foreign markets and the international di- 
vision of labor. Rather it means that, while giving primary consi- 
deration to self-reliance in establishing an independent and integrated socialist 
economic system, we should correctly appraise the role of external economic 
relations, foreign trade included. Comrade Mao Zedong pointed out that the 
domestic market should be primary and foreign market secondary, but that the 
latter is very important and is not to be ignored or played down. In other 
words, we should not neglect or play down the role of foreign economic and 
trade relations in the socialist economy. This is all the more true when viewed 
in the light of China’s present-day conditions. 

China’s task of achieving socialist modernization before the end of this 
century is a stupendous and urgent one. It is made difficult by a legacy of 
poverty and backwardness and the fact that Lin Biao and the Gang of Four 
made a mess of the nation’s economy during the ten years from 1966 to 1976. 
Thus it is all the more necessary that our foreign economic and trade relations 
play their lever role to the full. Our former understanding and theoretical elu- 
cidation of this question are highly debatable. 

In the past, many people considered foreign trade only as a means of sup- 
plementing our economy, helping to maintain the proper proportion in socialist 
extended reproduction. They believed that socialist countries needed foreign 
trade because of the following factors: the gap between the material composi- 
tion provided by the legacy of a backward economy and the material composi- 
tion needed for the development of productive forces; shortage or lack of cer- 





‘Stalin, Works, FLPH, Moscow, 1954, Vol. 9, p. 137. 

















tain resources caused by limited natural conditions; imbalances caused by the 
rapid growth of certain branches of the economy in the course of technical pro~- 
gress; and gaps in planning arising from inappropriate arrangement of work or 
from chance factors such as natural disasters and poor harvests. They held 
that foreign trade could help improve the material composition of the economy, 
make up for the shortages of certain resources and bring about proportionate 
reproduction. True, foreign trade can be helpful in these respects, but this is 
far from being a penetrating explanation of the objective inevitability of the 
socialist countries’ need for foreign trade. In other words, the question was 
not settled at the higher level of economic law. 

According to the old arguments on the need for foreign trade, such trade 
would be insignificant to a socialist country with vast territory and rich nat- 
ural resources, or it would lose its importance once the material composition of 
a country’s backward economy has changed or once the proportionate develop- 
ment of the various branches of the nation’s economy is achieved. 

Arguing for the indispensability of foreign trade to socialist countries in 
this way is bound to place foreign trade in a passive position vis-a-vis the na- 
tion’s economy, reducing its role to a stop-gap in co-ordinating the propor- 
tions within the economy. This argument leads to negiect of the positive eco- 
nomic effects that can be achieved by utilizing the international division of 
labor through foreign trade. It merely emphasizes the point that socialist 
foreign trade aims chiefly at a material transformation effected through an ex- 
change between import and export commodities, i.e., an exchange between use 
values, and insists that export trade is only a means to exchange for a different 
kind of use values as expressed in the formula “C-M-C” instead of being a 
means by which capitalism realizes the values of commodities as expressed in 
the formula “M-C-M.” We agree that socialist foreign trade is essentially dif- 
ferent from capitalist foreign trade, the latter having profit as its sole aim. But 
this does not mean that we should be against using value to measure the 
economic effects of foreign trade or the degree of economization on _ social 
labor achieved through foreign trade. Exchange is aimed exclusively at the 
acquisition of use value only in a simple commodity economy. The belief that 
the international exchange of commodities conducted by socialist countries 
aims mainly at material transformation is in essence a small producers’ view. 
It is this narrow concept of small producers that blinds one to the importance 
of economizing on social labor through the international division of labor and 
limits economic ties with foreign countries practically to the sphere of circula- 
tion. Actually there are many international channels and forms to be used in 
the sphere of production, such as specialization and co-operation in production, 
co-operation in scientific-technological research and designing, joint investment 
for the exploitation of natural resources and the establishment of joint ven- 
tures. 
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It should not be neglected that problems and disadvantages may arise in the 
course of utilizing the international division of labor \o expand our economic 
and trade relations with Western capitalist countries. For example, the spon- 
taneous forces of the capitalist countries may have an impact on our economy 
and cause a certain amount of confusion and disruption. Foreign capital, in its 
quest for profit, may resort to means which do not fit the requirements of 
our socialist economic development. But all these can be avoided or minimiz- 
ed provided we adopt appropriate means and counter-measures. Furthermore, 
as the present labor productivity in China is still low and the level of her in- 
dustrial development is not high, primary products account for a big percent- 
age of her export commodities, and it is inevitable that Western capitalist coun- 
tries will have more to gain through the exchange of commodities. And this is 
what they are really after in their dealings with China, for it is inconceivable for 
capitalists to do anything unprofitable. While dwelling on the need of utilizing 
the capital and technique of capitalist countries, Lenin exhorted us not to cherish 
the fond hope that the capitalists would give us anything for nothing. ‘“Con- 
cessions,” he said, “mean paying tribute to capitalism. But we gain time, and 
gaining time means gaining everything.”' Much materialized labor may have 
to be expended on the commodities China exports to capitalist countries, but 
the commodities she imports in exchange may contain less materialized labor 
than those produced at home. Thus through foreign trade China can not only 
get the advanced technique and equipment needed for her socialist construt- 
tion but achieve economy of social labor. Moreover, the pattern of her export 
merchandise is bound to change gradually as her productive forces develop and 
her labor productivity rises, and the above disadvantages will also gradually 
give way to advantages. 

Since the socialist countries’ utilization of the international division of 
labor, as explained above, is based on the requirements of objective economic 
law, it is not an expedient measure but a question of principle and a matter of 
strategic importance to socialist revolution and construction. It will exist 
throughout the course of China’s modernization in the coming years. As an 
objective economic category it will continue to exist in the entire socialist 
period until the state withers away. Lenin scientifically predicted that it is 
necessary to bear in mind 


that there is a tendency towards the creation of a single world econ- 
omy, regulated by the proletariat of all nations as an integral whole and 
according to a common plan. This tendency has already revealed itself 
quite clearly under capitalism and is bound to be further developed and 
consummated under socialism.? 





1 Lenin, Collected Works, Progress Publishers, Moscow, 1965, Vol. 32, p. 492. 
2 Lenin, Collected Works, Progress Publishers, Moscow, 1966, Vol. 31, p. 147. 
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Therefore, the study of the law governing the international division of labor 
and the ways of utilizing it should become an important subject of world eco- 
nomics. This study is of even greater practical significance today when we are 
embarking on a new Long March towards the goal of modernization. The fol- 
lowing is an inquiry into four related questions: 

(1) Proceed from the general task of socialist construction and the unity 
of value and use value and work out the profitability of foreign trade for 
the nation’s economy as a whole, so as to rationalize and optimize the patterns 
of import and export merchandise. 

Since foreign economic relations aim at economy of social labor through 
the international division of labor, without calculating and comparing the 
value of import and export commodities there can be no way of measuring 
whether or not there has been such economization and how much. Therefore, 
we should proceed from the unity of value and use value and pay attention to 
the profitability of import and export e~*erprises, which in turn reflects the 
level of management and administration Uf our foreign trade corporations. In 
particular, we should pay attention to the profitability of foreign trade for the 
nation’s economy, namely, to the economic effects of foreign trade on the 
entire economy, which reflect the degree of economization of labor in the 
gconomy through the external exchange of commodities. To calculate the profit- 
ability for the economy, it is necessary to compare the domestic and interna- 
tional values of the import and export commodities. This can be done only by 
calculating prices. As there are intricate internal and external factors affecting 
the prices of import and export commodities, it is undoubtedly a complicated 
and arduous job to calculate the targets for profitability. But it is necessary 
to grasp these targets in order to make rational decisions about the patterns of 
the import and export commodities and economize on social labor to the 
greatest extent possible. These calculations and comparisons are important 
also for a more rational planning of production in the various domestic depart- 
ments and its proper ratio as well as for tapping the potentialities of increasing 
production and practicing economy. 

It should be stressed here that in calculating profitability, it is necessary 
to take into account not only immediate economization but also what can be 
achieved in the future. It is not advisable to set immediate economization 
against long-term economic goals. Many of our domestic products are not 
economical in terms of labor. They are more labor-consuming than those we 
export for international exchange. But, in order to establish an independent 
national economic system and consolidate our national defence, it is necessary 
and identical with fundamental state interests to invest in sectors that turn out 
these products. 

(2) Apply the principle of comparative advantages from a developmental 
viewpoint and give full play to the available and latent superiorities of nat- 
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ural and economic conditions, so as to enable our foreign economic relations 
to yield the greatest possible economic results. 


In the second section of this article we have mentioned that Marx affirmed 
the theory of comparative costs of proiuction as containing a rational kernel. 
Reference here is to the principle of comparative advantages. This principle 
shows that even if the labor productivity of all the departmcats in one country 
is lower than that in another — in other words, if it is in an unfavorable posi- 
tion in the manufacture of all its products — it can still economize on social 
labor by producing and exporting products whose production is less unfavor- 
able to the country in exchange for those whose production is more unfavorable 
to it. On the other hand, Marx criticized the static, metaphysical view of the 
theory of comparative costs of production. He pointed out that the superiority 
of the natural and economic conditions of a country is subject to change as 
are the departments enjoying comparative advantages. Moreover, the influence 
of natural conditions and the changes in economic conditions are governed by 
the mode of social production. This is what bourgeois scholars gloss over in 
their attempt to use the theory of relative costs of production to glorify the 
system of international division of labor under the capitalist system. 

While adhering to the principle of independence and self-reliance, social- 
ist countries should apply the principle of comparative advantages in handling 
their foreign economic ties and developing favorable export items so as to” 
achieve the greatest possible economic results. For example, considering the 
natural conditions and conventional productive practice in certain northeastern 
regions of China, if we set these areas aside for soya bean growing and the ex- 
port of soya beans in exchange for imported commodities, then the economic 
results thus achieved would be far greater than if these regions engage in food 
grain cultivation only. Taking into account the merits of different places, we 
can, in a planned way, build up a number of bases and factories and workshops 
for producing export commodities. This will not only enable us to develop 
sources of export commodities according to specified quality and in a balanced 
way, but will also be an effective way of scientifically applying the principle 
of comparative advantages. China has huge manpower resources and her wage 
scales are low —these are favorable conditions for developing such business 
as processing imported materials, processing materials supplied by clients, pro- 
cessing according to samries and assembling parts supplied by clients as well 
as for exporting services, contracting for projects abroad and setting aside 
special areas for processing export products. In comparison with her labor 
forces, China is short of the funds, technique and equipment needed for her 
economic construction. Therefore, it would be to China’s advantage if some of 
her departments are devoted to the export of labor intensive products in ex- 
change for capital intensive and technology intensive products. The effect 
would be to increase funds at home and to expand the proportion of accumula- 
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tion in the distribution of national income, facilitating a high-speed develop- 
ment of the economy. As our technical level rises, the pattern of our exports 
will change, and labor intensive products will gradually be replaced by tech- 
nology intensive products, 

(3) Adapt to the post-war tendency towards an ever more international- 
ized production and effectively utilize foreign funds and technology through 
planned development of co-operation with foreign countries in the production 
and scientific-technological spheres. 

A principal feature of the deepening post-war international division of 
labor is specialization and co-operation in international production, especially 
international intra-industry specialization. 


Taking this tendency into account, we should bring the superiority of the 
socialist system into play and, ina planned way, develop co-operation with 
foreign countries in the production and scientific-technological spheres by 
adopting such forms as the establishment of joint ventures. This is an impor- 
tant way to accelerate economic development through effective utilization of 
the international division of labor. An example is specialized co-operation in 
the form of international contracting and sub-contracting for our machine- 
building industry, whereby foreign enterprises undertake to supply us with 
the technical know-how, blueprints and certain specialized equipment and raw 
materials, and help train our technical personnel. This will not only enable us 
to grasp advanced Western techniques and utilize foreign funds. It will also 
enable us to change gradually the pattern of our export commodities, raising 
the proportion of manufactured goods in our export, find more markets abroad 
and expand our exports more rapidly. 


(4) In the course of reforming the nation’s economic setup, take into 
consideration the need to expand foreign economic relations and enhance our 
adaptability to international markets so as to make better use of the interna- 
tional division of labor, give wide scope to the initiatives of departments, areas 
and enterprises concerned with external economic activities and enable them to 
achieve better economic results. 

Full utilization of the international division of labor means a series of our 
enterprises and departments will forge more extensive and closer ties with the 
world market and our planned socialist economy will inevitably come into 
conflict with the capitalist world market. The cyclic economic crises of capi- 
talism and the frequent and drastic fluctuation of supply and demand on the 
world market will often plunge some of our enterprises and departments en- 
gaged in export production into a state of extreme instability. When the de- 
mand abroad for certain commodities diminishes they will have to “slash” 
production, but when there is a brisk demand they will have to “whip it up.” 
Also, to avoid the influence from the law of value operating on the capitalist 
world market, we have cut off ties between domestic and international prices, 
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but this has produced some negative effects. As state finance is responsible 
for all the losses and gains of our export commodities, the enterprises and 
departments engaged in export production may disregard the competition and 
the function of the law of value on the international market and neglect to use 
“the average unit of universal labor’’ as a measure of their products. Thus 
they may not bother about reducing the labor expenditure on their products to 
bring them close to the international value. This would in no way help push 
forward the technical innovations in these enterprises, or improve their man- 
agement, or raise their labor productivity. Therefore, in utilizing the inter- 
national division of labor, while protecting our economy against disturbance and 
disruption by the spontaneous action of capitalist economic laws, we should also 
use these laws to our advantage. To handle well this dialectical combination of 
restriction and utilization, we should, in the sphere of foreign economic rela- 
tions, change those relations of production and those parts of the super-struc- 
ture that are not in correspondence with the development of productive forces, 
and effect changes and readjustments in the system of economic management 
and the foreign trade system — changes which are an indispensable part of the 
reform of our entire economic setup. 

The system of economic management in our new period of socialist con- 
struction should be one which makes the relevant departments, areas and en- 
terprises raore adaptable to the international market and which facilitates the 
development of foreign economic relations in such forms as co-operation in pro- 
duction, joint ventures, compensation trade and contracting for projects, so as 
to create the necessary domestic conditions for a more effective utilization of 
the international division of labor. Our centralized system of administration 
for external dealings should, on the principle of unified leadership and level- 
by-level administration, switch to a system whereby the relevant enterprises 
in the various departments and areas can directly conclude foreign transactions 
under streamlined administration by the authorities concerned. This change 
will help give play to initiatives from all quarters and expand our foreign eco- 
nomic relations in the new situation, thereby meeting the demands in the new 
period of socialist construction. 

To achieve unified planning and carry out unified policies without caus- 
ing either restrictiou or confusion under the new administrative system, it is 
necessary to adopt a series of economic, legislative and judiciary measures, such 
as laws governing joint ventures, investments and loans, corporation laws, 
laws on property rights, laws on contract projects, tax laws, price laws, foreign 
exchange regulations and import and export licences, so as to regulate, guide 
and supervise foreign economic and trade operations. In short, changes in the 
nation’s economic system should be based on the principle of combining reg- 
ulation through planning and regulation through market operations. They 
should be carried out both actively and carefully, and will be perfected grad- 
ually in the course of practice. 
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Finally, it should be stressed that the utilization of the international di- 
vision of labor should be subordinate to the general aim of establishing an 
independent and integrated socialist economic system in China, The purpose 
of fully utilizing this division is to accumulate funds more speedily for the 
country’s modernization and raise our technical level and labor pro- 
ductivity, so as to enhance our ability for self-reliance and build up 
an independent and integrated modern socialist economic system at an 
early date. Conversely, if we adopt a policy of economic isolation or a closed- 
door policy, we would slow down our economic development and weaken our 
ability to be self-reliant. The relationship between utilization of the interna- 
tional division of labor and the policy of independence and self-reliance is a 
relationship of dialectical unity, as has been proved by both positive and neg- 
ative experience in many countries. At the same time, while utilizing this 
division, we should base ourselves on our own efforts and seek and adopt ways 
and means suited to the specific conditions in our country. Only thus can our 
foreign economic and trade relations become a powerful lever for speeding up 
our economic development and play their proper role in the early realization 
of socialist modernization. 


— Translated by Liang Liangzxin 
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NATLONAL ECONOMIC POLICY 


THEORY OF ENTERPRISE-BASED ECONOMY 


Beijing SOCIAL SCIENCES IN CHINA in English Vol 1, No 1, Mar 80 pp 48-70 


[Article by Jiang Yiwei] 


[Text] I. A Reform of the Economic Structure Has 
to Be Carried Out 


To reform the country’s economic structure was a task put forward at the 
Third Plenary Session of the Party's 11th Central Committee in December 
1978. Then the Second Session of the Fifth National People’s Congress, held 
in June-July 1979, decided on a policy of readjusting, restructuring, consolidat- 
ing and improving the nation's economy. ‘Restructuring’ refers mainly to a 
reform of the structure of economic management. 

It is generally agreed that much in China's present econornic structurg 
does not suit a speedy development of the nation’s economy and the drive 
for the four modernizations. But what is the crux of the problem? Is it neces- 
sary to effect a complete and fundamental reform? How should we set about 
the task? There is no complete unanimity of views on these questions. 

The present structure was basically copied from the Soviet Union in the 
early years after the founding of the People’s Republic. Although the country 
speedily rehabilitated her economy in those few years, the foundations of the 
economy inherited from the old society were extremely weak. There was little 
industry and practically no heavy industry. It was therefore necessary, under 
such circumstances, to model on the Soviet economic structure and exercise 
highly centralized state leadership in order to begin socialist economic con- 
struction on a fairly large scale. In the period of the First Five-Year Plan the 
country did achieve a rapid development of her economy. But the fatal weak- 
nesses inherent in the structure of a Soviet type gradually surfaced as 
economic construction continued, even if we consider the situation quite apart 
from the interference and sabotage from the ultra-Left trends and from Lin 
Biao and the Gang of Four. 

The economic structure of the Soviet type is characterized by direct state 
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control over the entire national economy, including the activities of the enter- 
prises, in terms of planning, finances, the allocation of supplies, the deploy- 


ment of labor forces and the standardization of wage scales, while the enter- 
prise, the basic unit immediately responsible for developing productive forces, 


has to follow state orders in management and in almost all business activities 
and enjoys hardly any independence. This gives rise to a whole series of 
problems. Deficiencies in state planning cause disproportions in the national 
economy and an over-extension of the scope of capital construction. The en- 
terprises tend to emphasize the fulfilment of only some of the state norms, 
such as output and the value of output, while paying little attention to quality, 
the marketability of the products and the requirements of the customers. 
There are serious wastes of materials and other resources. Excessive stock- 
piles of supplies exist side by side with serious shortages. Wages and bonuses 
are gradually equalized, and the staff and workers become ever more accus- 
tomed to “using an iron bowl to eat the rice cooked in a single large pan.’’* 
Service is poor. Administration and management are marked by sluggishness 
and inefficiency, and bureaucracy grows in seriousness, 

Is it true that these drawbacks are caused by wrong tendencies in prac- 
tical work and have nothing to do with the structure itself? Let's answer 
the question by taking a look at the experience in all the countries that have 
adopted the Soviet pattern. The above-mentioned drawbacks appeared not only 
in China but also in Eastern European countries and in the Soviet Union 
itself. And this was why, during the 1950s and the 1960s, the question of 
reforming the economic structure was raised in these countries at one time or 
another. Differences in political and economic conditions, in the approaches 
to the reform and in the courses of advance account for varying degrees of 
success, but there was one thing in common, i.e., the search for a way to bring 
into play the initiative of the enterprises. The universality of the problems 
speaks for the objectivity of the laws of economic development. A reform in 
the economic structure is not something to be accepted or rejected as one 
pleases, but a necessity dictated by objective contradictions. 

A number of reforms have been carried out in the economic structure in 
China since liberation. These reforms, however, all centered on a division of 
power between the central and local governments and on bringing into play 
the initiative of both. What was neglected was a question of more fundamental 
significance, namely, the question of bringing into play the initiative of the 
enterprises and the workers that are in direct control of the productive forces. 

In a speech in 1956, “On the Ten Major Relationships,” Comrade Mao 
Zedong raised the question of the correct handling of the relations between the 
state, the units of production and the producers. He said: 


The relationship between the state on the one hand and factories and 
agricultural cooperatives on the other and the relationship between fac- 
tories and agricultural cooperatives on the one hand and the producers on 


a ee —_ = 


* A metaphorical reference to egalitarianism and the state bearing all financial responsi- 
bility for enterprises and individuals. — Trans. 
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the other should both be handled well. To this end we should consider 
not just one side but all three, the state, the collective and the individual, 
or, as we used to say, “take into consideration both the army and the 
people” and “take into consideration both the public and the private in- 
terest.” In view of the experience of the Soviet Union as well as our 
own, we must see to it that from now on this problem is solved much 
better. ' 


He added: 


Here I would like to touch on the question of the independence of 
the factories under unified leadership. It’s not right, I'm afraid, to place 
everything in the hands of the central or the provincial and municipal 
authorities without leaving the factories any power of their own, any 
room for independent action, any benefits. We don’t have much experi- 
ence on how to share power and returns properly among the central 
authorities, the provincial and municipal authorities and the factories, and 
we should study the subject, As a matter of principle, centralization and 
independence form a unity of opposites, and there must be both central- 
ization and independence.’ 


The question of the economic structure was sensed by Comrade Mao Ze- 
dong as a fundamental one back in the 1950s. Unfortunately, the principles 
he put forward were not carried out in practical work in later years. People 
have generally come to see that, for a rapid development of the national 
economy, it is necessary to bring into play the initiative of the central au- 
thorities, the local authorities, the enterprises and the workers and not just the 
initiative of the central and local authorities. In the current discussions on 
the reform of the economic structure, there is a general demand for the en- 
largement of the power and independence of the enterprises. This is a big 
ideological advance. 

A real solution of the question raised by Comrade Mao Zedong in 1956 
has become both necessary and possible. But solution of the question re- 
quires, first of all, a clarification of its substance. For years we have suffered 
from an ambiguity of concepts on many questions. Whoever tried to examine 
a concept was accused of splitting hairs over terminology or playing with ideas. 
But while people used the same phrase, they referred to different things and 
wrangled endlessly without ever reaching a correct conclusion. 

What do we mean by enlarging the power of an enterprise? What does 
“power’’ mean here? Many consider the enterprises as bodies at a level 
lower than the central and local governments and think that, following the dis- 





‘Selected Works of Mao Zedong, FLP, Beijing, 1977, Vol. V, p. 289. 
2Ibid., p. 290. 
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cussions on the division of power between the central and local authorities, 
now it is time to discuss the enlargement of the power of the enterprises. 
This view is debatable. 

The central and local governments are both administrative organs, while 
an enterprise is an economic entity and cannot be placed at any administrative 
level. It is therefore inappropriate to apply to an enterprise the same concept 
of power as is applicable to a central or local government. The central and 
local governments are organs exercising political power within prescribed 
limits. Hence the differences between centralization and decentralization, and 
a change from the one to the other always means a transference of certain 
powers. As an economic entity, however, an enterprise has nothing to do 
with power in the above sense. What it has to deal with in its relations with 
the state, with the central and local governments, is a question of rights and 
obligations. When we talk about granting more power to the enterprises, the 
concept of ‘power’ is an ambiguous one, indicating a confusion of an economic 
entity with a government organ, 

‘Increasing the independence of enterprises’’ seems to be a better for- 
mulation, but it too suffers from ambiguity. Here independence should be 
interpreted as a matter of rights, not of power. The rights and obligations of 
4 socialist enterprise are determined by its characteristics as an economic en- 
tity. They are something inherent in an enterprise and are determined by 
objective economic laws and cannot be enlarged or narrowed according to one’s 
subjective wishes. Our present job is to define the nature of a socialist enter- 
prise and its rights and obligations in relation to the state on the basis of the 
characteristics of the socialist system. In the light of this interpretation 
and of present realities, if the question of independence is to be dealt with, it 
is one of defining such independence, not a matter of increasing it. 

An enterprise is not only an organization directly engaged in the develop- 
ment of social productive forces, but also a specimen of a social system. The 
basic characteristics of a socialist system, such as public ownership, the 
absence of exploitation, and the principle of “to each according to his work”’ 
must all be embodied in an enterprise as an economic cell of society. There- 
fore, defining the nature of a socialist enterprise and its relationship with the 
socialist state is basic to the establishment of a socialist economic structure 
and to the building of a proper foundation for the socialist system. 

A reform of the economic structure has to be carried out, but it involves 
the entire body of the national economy and covers an extremely wide range 
of problems. One problem is chained to another, and a single move would 
affect the entire picture. Where should we begin? What is the basic link to 
be grasped? The realities show that we should begin by defining the place and 
function of an enterprise in the entire economic structure and then study the 
organization and management of the national economy as a whole, so that we 
may secure a solid foundation for this reform by working out the related 
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problems in a logical sequence. This will be done in accordance with the law of 
the socio-economic base determining the superstructure. We shall not be able 
to find a basic solution to the question of the economic structure if we do not 
consider the related problems in such a sequence, 


* 


I]. Theoretical Analysis of the Reform of 


the Economic Structure 


The term “economic structure’ may be defined briefly as the ways and 
means by which national economic activities are organized in accordance 
with objective economic laws. 

Objective forms of economic structure also exist in capitalist societies, 
consisting likewise in the nature of the enterprises, how they are associated 
with one another and the varying degrees of state interference. Under a system 
of private ownership, however, an economic structure takes shape spon- 
taneously and cannot be worked out or reformed by men in an all-round way. 
Socialist public ownership makes possible a planned and conscious organiza- 
tion of all national economic activities. This is undoubtedly an important em- 
bodiment of the superiority of the socialist system. But a basic or complete 
conformity of people’s subjective wishes with objective laws is only a pos- 
sibility and not a certainty, Engels once pointed out that interference by 
political power in an economy may speed up or slow down its development or 
play a double role, depending on whether people have a scientific knowledge 
of the objective laws of its development and are able to adapt themselves to 
these laws. 

W. Brus, an economist of Oxford University, holds that all economic poli- 
cy-making can be divided into three categories: 

1. Policy-making in a macrocosmic sense, which includes the distribution 
of the national income, the rate of economic growth, the investment rate, the 
prices of major products, the scale and pattern of wages, the principal invest- 
ment items, the industria] makeup, etc. 

2. Policy-making concerning the routine operations of an _ enterprise, 
which includes the pattern of products and their sales prospects, organization 
of the production process, small-scale investments, overhauls, forms of the 
payment of wages, the composition of workers and employees, etc. 

3. Personal policy-making, which includes the choice of occupation and 
of the place of employment, the purchase of means of consumption and ser- 
vices, etc. 

Mr. Brus takes the view that, under the economic system in the Soviet 
Union and Eastern European countries, policies in the first category would 
have to be made by the state and those in the third category could only be 
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made by the individual, while the second kind of policy-making could be ef- 
fected either by the state or by the enterprise, marking the distinction be- 
tween a centralized and a decentralized pattern. 

Bogdan Glinski, an economist of Poland, is of the opinion that a simple 
division into two patterns of economic structures would be an inadequate 
description of the different forms of economic structure prevailing in the So- 
viet Union and Eastern Europe. From the angle of planning, he states that 
there are four different kinds of structures: 

1. The centralized structure, in which the central government maps out 
a unified plan covering a whole range of details concerning the regulation of 
production. Production targets, the means of fulfilling them and even the 
supply of raw materials are all specified in state decisions. This was the 
structure adopted almost universally in the Soviet Union and Eastern Euro- 
pean countries in the 1950s. 

2. A combination of central government planning with a partial autono- 
my on the part of the economic organizations. State plans emphasize an over- 
all target and are not as detailed as in the above-mentioned pattern. Eco- 
nomic stimuli are used, and the enterprises enjoy some independence. Mr. 
Glinski thinks this is the pattern followed in the Soviet Union today. 

3. A combination of central government planning with a high degree of 
autonomy enjoyed by the economic organizations. Central government plan- 
ning covers areas of strategic significance. Hardly any quota of a compulsory 
nature is being assigned. The economy is run by economic means, and the en- 
terprise enjoys a fairly large measure of independence. Mr. Glinski places 
Hungary in this category. 

4. The highest possible degree of autonomy for economic organizations. 
Central government planning performs hardly any function, and the leading 
role has been assumed by a market economy. The enterprises enjoy much 
independence, while the state acts as a supervisor and adjusts the income of 
the enterprises by economic means. Mr. Glinski thinks Yugoslavia belongs to 
this category. 

The above analyses are helpful to our understanding of the evolution, 
existing conditions and the trend of development of the different kinds of 
economic structures even though they do not as yet form comprehensive 
theories on the question of the economic structure. If we examine the trend, 
we shall find an obvious change from a centralized pattern to one marked by 
a greater or lesser degree of decentralization. 

The way to reform China’s economic structure is still under study. Gen- 
erally speaking, there are three lines of thinking: 

1. The trouble with our structure is not too much but too little centraliza- 
tion by the state. Although such a view has not appeared in print, it is sup- 
ported by many more people than one may expect. 


32 





2. The trouble is indeed over-centralization, but mainly over-centraliza- 
tion by the central authorities. More independence should be granted to the 
provincial or municipal authorities. This view is also supported by many. 

3. The main trouble at present is the lack of independence on the part 
of the enterprises. This dampens their initiative. 

People may argue over these views, which are not without basis, but a 
simple “yes” or “no” would not help solve the problem. 

As has been mentioned earlier, an economic structure is the ways and 
means of organizing national economic activities. In my opinion, an analysis 
of the internal mechanism of an economic structure requires, first of all, a 
distinction to be made between the organizer of these activities and the organ- 
ized and a clarification of their mutual relations. National economic activities 
are carried out by economic entities, all of which are undoubtedly the organiz- 
ed. It is also beyond doubt that in a unified, planned economy in a socialist 
country, the state acts as the supreme organizer on behalf of all the working 
people. But we must be clear about the relationship between the state and 
the economic entities and answer the question whether the state, as the 
organizer, should function inside or outside the economic entities. 

In our highly centralized economic structure, in which the state directly 
specifies the ways of managing an enterprise, the whole country has in fact 
become a unitary economic mechanism. The state (including the central] and 
the local authorities) serves as a superstructure within this huge unitary eco- 
nomic entity and exercises direct control over its branches — the enterpris& 
and other economic entities. In such a structure the state is the basic economic 
entity, and unified management and accounting are practiced within its frame- 
work. 

Some people think there is an over-centralization and power should be 
granted to the provincial and municipal authorities for independent eco- 
nomic activities. In other words, the localities (the provinces and municipali- 
ties) should become the basic economic entities each practicing its own unified 
management and accounting. If such a structure is to be adopted, the central 
authorities will exercise their leadership and supervision from outside the local 
economic entities, while the local authorities are within the economic entities 
and exercise direct control over them in the role of their superstructures. 

We hold an entirely different view, namely, that government organizations, 
both central and local, should be separated from economic entities so that, in- 
stead of being the superstructures of the economic entities directly respon- 
sible for their contro] and management, they should exercise leadership and 
supervision over their activities from without. In our opinion, the nation’s 
economy should not be taken as a unitary economic entity, neither should 
it be dissolved into a number of local ones on the basis of administrative divi- 
sions. The basic economic entity can only be the enterprise, whether indus- 
trial, commercial or agricultural, which should conduct independent manage- 
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ment and accounting under unified state leadership and supervision, enjoying 
its proper rights while fulfilling its obligations to the state. 

The structure of a socialist economy should be chosen on the basis of the 
objective laws of economic development. Reducing the question to one of cen- 
tralization or decentralization does not help clarify its essence and will not 
lead to a fundamental solution. Neither can a way out be found by dividing 
power between the central government, the local government and the enter- 
prise. Subjective designs which do not touch the heart of the matter inevitably 
give rise to a recurring cycle in which “centralization leads to rigidity, rigidity 
leaus to complaints, complaints lead to decentralization, decentralization leads 
to disorder, and disorder leads back to centralization.” Since centralization 
and decentralization are shifted around subjectively without a proper basis, 
the problem can never be solved at the root. 

On the basis of the above considerations, this paper proposes to inquire into 
the nature and characteristics of an enterprise under the socialist system 
and its relationship with the state. To simplify the treatment of the thesis, only 
industrial enterprises are referred to here. But the questions and principles dis- 
cussed are largely common to other enterprises, including commercial and 
agricultural ones. (A production team in a rural people’s commune is equiva- 
lent to an agricultural enterprise.) 


III. The Place and Function of an Enterprise 


in a Socialist Economic Structure 


1. An Enterprise Is the Basic Unit in a Modern Economy 


Man is an animal capable of making tools and a social animal. Since the 
beginning of human history, the productive activities of mankind have always 
been labor of a more °r less social character. Social production has taken dif- 
ferent forms of orga ization as a result of the development of productive 
forces. Up to the present, however, society has always had a basic produc- 
tive unit in a form suited to the level of its productive forces, whatever may 
be the mode of production. 

In primitive society, the level of productive forces was extremely low, and 
no individual person was able to cope with the forces of nature and the beasts 
of prey by himself. Collective labor had to be undertaken. The gens formed 
by ties of blood became the basic unit of social production. As agriculture 
developed and the implements of labor improved, a family could till a plot of 
land by itself and achieve higher labor productivity than in a gentile economy. 
The gentile economy disintegrated and was replaced by private ownership 
with the family as the basic productive establishment. A further growth of 


34 








productive forces created a form of forced collective slave labor organized by 
slave owners. With the collapse of slavery the feudal system came into being, 
in which the peasant household was the basic productive establishment. 

Although commodity production developed to a certain extent in primi- 
tive, slave and feudal societies, the economy was primarily a self-sufficient 
natural economy based on manual labor of a very limited social character. 
Thus social production with the family as the basic establishment lasted for 
a long time. The capitalist mode of production emerged from a highly de- 
veloped commodity production and the application of modern machinery. A 
fundamental reform in the organizational form of social production took place. 
The basic establishment in social production was no longer the small family 
or workshop, but the modern enterprise where a large number of workers are 
employed by capitalists to engage in highly socialized labor by the use 
of modern equipment. 

With the concentration and aggregation of capital, isolated enterprises de- 
veloped into capitalist corporations of various forms. A big corporation may 
include many smaller enterprises or may have many affiliated ones. Whatever 
may be the form, the enterprise remains the basic unit in the modern economy 
created by capitalism. 

A commodity has a two-fold nature, and so does an enterprise as a com- 
modity producer. It is at once an organization of productive forces and an 
embodiment of definite productive relations. A socialist enterprise differs from 
a capitalist one in the latter sense, not in the former. But the relations of 
production in a commodity economy may not be the same as those in 
capitalism. A commodity economy may be characterized by capitalist or non- 
capitalist relations of production. 

Under the capitalist system, an enterprise as a basic unit in social produc- 
tion undoubtedly bears the features of capitalism. Private ownership under 
capitalism determines that the means of production and all the property of an 
enterprise belong to the capitalist; that those engaged in productive labor 
are not the masters of the means of production but wage laborers who sell 
their labor power to the capitalists and are exploited by the latter; that an 
enterprise enjoys absciute independence; that the line of business and the 
orientation of develooment of an enterprise lie completely within the power of. 
the owners of capital; that the interests of a capitalist depend directly on good 
or bad management and on the profits or losses of his enterprise. But if we 
leave aside these features determined by capitalist private ownership and 
examine the capitalist enterprise as the basic unit in the organization of social 
productive forces and in a commodity «conomy, there remain the following 
characteristics: 

(1) It is an economic organization engaged in production, bringing to- 
gether a group of productive workers, including mental and manual workers, 
for coordinated labor to achieve a common productive purpose. 
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(2) It is engaged in commodity production, and its products must satisfy 


certain social wants. 

(3) In the whole complexity of social wants, it only seeks to satisfy some 
of them, It forms an independent system of production and technology ac- 
cording to its field of specialization. 

(4) It maintains economic relations with other productive establishments 
and with consumers through exchange, which is in principle equal exchange. 

(5) It has its independent financial rights and interests and tries hard to 
enhance its interests. 

(6) To secure more interests, it expands its productive forces with much 
initiative. 

(7) It is a basic unit in the whole social economy and forms, in an objec- 
tive sense, part of the basis of the economic strength of society, for social pro- 
ductive forces are the totality of the productive forces of all enterprises. 

In the final analysis, the above characteristics are the products of highly 
developed commodity production. Capitalist enterprises have taken shape amid 
the growth of capitalist economy over several hundred years. These char- 
acteristics of an enterprise as a basic unit in the economy have not changed in 
the course of the evolution from an isolated enterprise to a corporation, in- 
dicating their correspondence with the productive forces created by capitalism. 
The inherent contradictions and crises of capitalism are not due to any incom- 
patibility between the enterprise as a form of economic organization and the 
productive forces, but are caused by the anarchy in social production as a whole 
arising from capitalist private ownership. 

The socialist system is a new-born social system. By abolishing private 
ownership, it has made possible the unified planning and management of social 
production and the elimination of capitalist anarchy. This shows the great 
superiority of the socialist system. But does the unified economy of socialism 
mean that an enterprise should be deprived of its independence and the entire 
national economy made an economic entity of enormous proportions, with the 
whole country becoming a huge “enterprise”? Clearly, this is a utopian illu- 
sion. But it is just along the lines of this utopian illusion that our present 
economic structure is made to operate. 

In form, the enterprise is the basic unit in social production in our pres- 
ent economic structure. But our enterprises lack independence. In particular, 
those under ownership by the whole people have to do everything by state 
decision. The state sets targets for them, distributes their products, assigns 
their personnel, allocates their equipment, takes over their profit and covers 
all its deficits. Although certain articles in some official documents stipulate 
that enterprises should enjoy a certain measure of independence and should 
practice independent accounting, in fact they exist only as branch organiza- 
tions of one colossal enterprise —the state. In this colossal enterprise com- 
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posed of tens of thousands of enterprises owned by the whole people and 
distributed all over the country, the State Council is like the manager general, 
the Planning Commission the planning section, the Economic Commission the 
production section, the Capital Construction Commission the capital construc- 
tion section, the General Bureau of Supplies the supply section, the General 
Administration of Labor the section dealing with labor forces and wages, and 
the various industrial ministries are like workshops each responsible for a par- 
ticular line of products. Of course, the structure took shape under certain 
historical circumstances. Theoretically, there was a misunderstanding of the 
Marxist conception of planned economy under socialism which was taken to 
mean that a planned economy requires a unified organization covering all 
economic activities of the nation, while a fundamental principle of Marxism 
was forgotten, namely, that the relations of production must be adapted to the 
objective requirements of the development of productive forces. No con- 
sideration was given to the fundamental question whether, during the histor- 
ical stage of socialism, the stage of transition to communism, social production 
should still be carried out by many independent basic units, the form these 
basic units should assume and their similarities and dissimilarities with cap- 
italist enterprises. 

The level of productive forces in China is still far lower than that in the 
developed capitalist countries. The revolution in social system has created 
favorable conditions for emancipating and developing the productive forces. If 
we turn this superiority to good account, we may develop our productive forces 
to a level higher than that in the developed capitalist countries in a relative- 
ly short time. But this requires a historical process, in which production 
should not be organized in a form divorced from or surpassing the current level 
of productive forces. The enterprise, as the basic unit in a modern economy, 
suits socialist countries as well as developed capitalist countries. Of course, 
under the socialist system, certain features of enterprises that are connected 
with capitalist private ownership would have to be changed on socialist princi- 
ples. But the basic features shall remain because they are not connected with 
capitalist private ownership. . 

Commodity production is highly developed under capitalism. But the re- 
lations of commodity production are not peculiar to capitalism alone. Neither 
should commodity production and exchange be identified with capitalism. It 
is theoretically indisputable that, far from being abolished, commodity produc- 
tion should be developed to a great extent in a socialist society. Certain 
features of enterprises which have taken shape in commodity production, if 
inherited under the socialist system, will not run counter to socialist principles 
but become a powerful force promoting socialist economic growth. 

Basing ourselves on the above understanding, we think the basic unit in 
a socialist economy should still be the enterprise, the independent enterprise. 
A socialist economic system can only be formed through a union of these in- 
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dependent enterprises, The independence of enterprises does not contravene 
socialist principles, On the contrary, socialist economic democracy can be 
fully realized only when the enterprises enjoy independence, The principle of 
democratic centralism can find an unabridged form of expression in the eco- 
nomic system only through a combination of national economic unity with 
the independence of the enterprises under the unified organization of the so- 
cialist state, 


2. An Enterprise Must Be a Dynamic Organism 


There appears to be nothing new in the statement that a socialist economy 
should be built on enterprises as its basic units. In the present economic struc- 
ture, isn't each enterprise taken as a separate productive establishment? The 
question is whether the national economic system is made up of these estab- 
blishments like bricks in a huge building or like living cells in an organism. 
Bricks have no life, neither does a building composed of them. But every cell 
in a living being is ilself a dynamic organism capable of breathing, of getting 
rid of the stale and taking in the fresh, of growing and of reacting 
spontaneously to the stimuli from the outside world. Living beings at a 
lower stage of development are composed of simple cells; those at a higher 
stage of development are complicated organisms composed of different kinds 
of cells. As a basic unit in a modern economy, an enterprise should never be 
like a lifeless brick, but should be a dynamic organism full of vitality. 
A nation’s economic strength is the totality of the productive forces of her 
enterprises, but it is measured not merely by the number of enterprises but, 
more significantly, by the vitality of each enterprise, just as a person’s phy- 
sical soundness depends on the vitality of his cells. 

We often speak of giving full play to the role of existing enterprises, 
which would contribute more to national economic development by updating 
their technology and tapping their potentials. But one thing is not clear: what 
should be the main form of extended reproduction? Should it mainly be 
effected by building new enterprises and new bases, or should an equal 
stress be put on the technical reorientation and expansion of the ex- 
isting ones? As far as the existing enterprises are concerned, should they be 
expected to tap their potentials under existing conditions, or should they be 
regarded as dynamic organisms and encouraged to multiply themselves and con- 
duct reproduction on an extended scale? 

Practice over the years has proved that under normal conditions, invest- 
ment of the same amount of funds in the remolding and expansion of 
old enterprises would bring in much bigger returns than in setting up new ones. 
if we take an enterprise as an organism capable of undergoing metabolism, 
we should provide proper conditions for its growth and expansion. And even 
if a new enterprise is needed, it should be made to spring into existence in 


38 














the style of cell division, In other words, the personnel, experience and 
material conditions of existing enterprises should be used inasmuch as pos- 
sible for building a new one, and the result will be much better than starting 
from scratch, A baby comes from the womb of its mother. The same thing ap- 
plies to economic development, 

As a dynamic organism, an enterprise should be enabled to breathe and 
undergo metabolism. Three basic factors are required for production in an 
enterprise, They are the labor force, the means of labor and the objects of 
labor. An enterprise will be a dynamic one provided it can inhale and exhale 
or get rid of the stale and take in the fresh with respect to all these three 
factors. In other words, it should have the right to choose and to expand or 
cut down its labor force, means of labor and objects of labor, 

Apart from fulfilling state-assigned production targets, an enterprise 
should take up other tasks on its own initiative and, on the basis of market 
predictions, improve quality and develop new varieties of goods. 

Raw materials are objects of labor. An enterprise should be able to pur- 
chase them from the market in addition to those supplied under state plans. 
It should be allowed to place orders with other enterprises for supplies not 
covered by state plans and to supply its own materials to others. It should have 
the right to choose its raw materials and increase or cut down the amount 
under certain conditions. 

As for the means of labor, an enterprise should enjoy a certain measure 
of independence with respect to the expansion or reconstruction of its prem- 
ises and installations. It should have an independent right to the choice of 
equipment and tools and may decide to expand or reduce them. 

With regard to its labor force, an enterprise should have the right to 
choose its workers and staff members and to increase or cut down the 
number. It should have the right to take on new workers and staff members 
on the basis of their competence. It should have the right to discharge super- 
fluous workers and staff members. The living expenses of the discharged 
ones should be covered by the state through social insurance schemes and 
should not be borne solely by the enterprise. 

An enterprise should likewise have the right to increase or reduce the 
funds embodying the values of the above three factors so as to achieve better 
economic results. 

All these are the objective requirements of an enterprise as a dynamic 
organism, or the essential conditions for it to play an active role in national 
economic development. In the final analysis, these rights are determined by 
the nature of an enterprise and are not to be expanded or abridged according 
to one’s subjective wishes. 

Of course, a socialist enterprise has obligations as well as rights. It must 
give priority to goods ordered by the state, pay state taxes or accumulate 
funds for the state in other forms, etc. While fulfilling these obligations, an 
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enterprise should be given the conditions for independent management 
and development. 


3. An Enterprise Should Enjoy Its Independent 
Financial Interests 


The independence of an enterprise finds expression in its independent 
financial interests. It has been stated in the last section that an enterprise 
should be given sufficient initiative to become a dynamic organism. This 
concerns the objective conditions only. Given these conditions, will an enter- 
prise become a dynamic one automatically? Not necessarily. To achieve the 
purpose, it must be fitted with a built-in motor, namely, its independent fi- 
nancial interests. 

While stating that financial interests are the motor driving an enterprise 
forward, do we mean a negation of the principle of “putting politics in com- 
mand” and the adoption of the ways of “economism’'? Such misgivings should 
have disappeared by now. The Gang of Four imposed a ban on any talk 
about material interests. According to the fallacy they dished up, Marxism 
seemed to have nothing to do with material interests and a mere mention of 
them was considered revisionism. As a result, many comredes did not dare 
to use the term “interests.” In actual fact, Marxism always holds that, 
directly or indirectly, the struggle for production and class struggle are 
motivated by material interests, and it is precisely in the interests of the 
proletariat and all working people that the proletarian revolution is staged. 

By abolishing private ownership and the exploitation of man by man, 
the socialist system has made it possible to conduct all economic activities of 
society in the interests of the entire working people. There is no doubt that 
the production and management of a socialist enterprise, a basic unit in a 
socialist economy, are also motivated by the interests of the entire working 
people, which we cal] the interests of the state or of society. But does this 
mean that the activities of an enterprise are motivated exclusively by state 
interests and not by its own interests or the individual interests of its work- 
ers? Under the present material and moral conditions in the historical period 
of socialism, a period of transition to communism, it is a utopian fantasy to 
ask the working people to work for the public without any thought of them- 
selves — a fantasy which oversteps real historical conditions. 

In the historical period of socialism, commodity economy cannot be done 
away with. On the contrary, it has to be developed to a high level as the 
only means to build a powerful material base for socialism. Development of 
commodity production requires full application of the law of value and ad- 
herence to the principle of “to each according to his work” in the distribu- 
tion of goods for personal consumption. If these principles are valid, 
an enterprise, as a basic unit in commodity production, must act as a com- 
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modity producer and enjoy its independent interests as a commodity pro- 
ducer, It is also necessary to determine the personal income of the workers 
according to the contribution made by their enterprise to society so that the 
principle of ‘to each according to his work" may be better implemented on a 
social scale. As soon as the individual interests of all the workers in an 
enterprise are linked with its business achievements, they are bound to con- 
cern themselves with the economic performance of the enterprise in terms of 
their own material interests, It should be noted here that the business 
achievements of an enterprise contribute towards not only the interests of its 
own workers and staff, but the interests of the entire working people as 
represented by the state, Therefore, such concern for material interests is 
objectively a concern for the interests of both the state and the individual, 
which is in full conformity with the principle of combining overall with in- 
dividual interests under the socialist system, and has nothing to do with the 
question of taking to the road of individualism or capitalism. 

Of course, ideological education on communism among the masses should 
not be given up at any time under the socialist system. But such education 
should never require the working people to sacrifice themselves for a so- 
called “kingdom of reason’ or “eternal justice,” but help them properly com- 
bine overall interests with individual interests, long-term interests with im- 
mediate interests, and subordinate the latter to the former when a conflict 
arises. It should never be an education that rejects the concept of interests 
altogether and deals with virtue in the abstract. | 

Rights and obligations are a unity of opposites. Any statement of eco- 
nomic rights is at the same time a stipulation on economic obligations. An 
enterprise enjoying its independent economic interests and linking them with 
the individual interests of its workers requires the latter to share the respon- 
sibility for its economic performance. In short, there is a joint responsibility 
for profits and losses, and awareness of such a joint responsibility enhances 
the collectivist spirit of the workers and will never be an encouragement to 
individualism. Individualistic tendencies are likely to arise if the principle 
of “to each according to his work’’ is applied in separation from the interests 
of the enterprise. 

By now practically everyone has agreed to the principle that economic 
affairs must be managed by economic means or according to objective eco- 
nomic laws. What does this mean? To put it plainly, it means acting in 
strict accordance with the law of value and controlling the results of eco- 
nomic activities by economic means. However, adoption of this measure re- 
quires, first of all, an affirmation of the independent economic interests of an 
enterprise and the workers’ share in the responsibility for its economic per- 
formance. Otherwise, management of economic affairs by economic means 
would remain an empty phrase. For example, under the contract system to 
be practiced between enterprises, the party which fails to fulfil a contract will 
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be fined, Isn't this an economic means? But if the enterprise has no inde- 
pendent economic interests and its profits and losses have nothing to do 
with tie workers’ personal interests, what is the use of imposing a penalty? 
It would only mean less profit turned over to the state by one enterprise 
due to a rise in cost after it pays the fine, and more profit handed over to the 
state by another enterprise due to a drop in cost after it gets the fine. It means 
the state taking money out of one of its pockets and putting it into another. 
How can anything like this influence the economic performance of an enter- 
prise? The same thing applies to payment for the use of state-owned fixed 
assets by enterprises, their acquisition of circulating funds in the form of 
interest-bearing loans, etc, This shows that a prerequisite for handling eco- 
nomic affairs by economic means lies in an enterprise enjoying its independ- 
ent economic interests and in the workers sharing its profits and losses. 


4. The Relations Between the State and an Enterprise 
Under the Socialist System 


The state organs of political power should be separated from economic 
entities. The state should exercise leadership over economic entities and super- 
vise them from without, and should not direct their daily activities as a su- 
perstructure within them. 

A socialist state has two functions: one is political, namely, exercising the 
dictatorship of the proletariat; the other is economic, namely, the organiza- 
tion and management of the socialist economy. With the development of the 
socialist society, the economic function of the state will gradually become 
the main one. The question is: in what form should the state manage the 
economy? 

As a result of the social division of labor, modern economy is inevitably 
composed of many big and small basic economic units. The state may treat 
the entire national economy as one big enterprise and the great number of 
economic units as its branches and directly control their activities; or it may 
treat the entire national economy as an association of many independent basic 
units and exercise a unified leadership on the basis of highly developed 
democracy. 

Under socialism, the private ownership of the means of production has 
been abolished, making it possible to organize social production in a planned 
way under the unified leadership of the state, eliminate such unbridled com- 
petition and anarchy as one sees under capitalism, and achieve a proportional 
and rapid growth of the national economy. This is an important aspect of 
the superiority of the socialist system. It should be realized that another 
aspect of its superiority, a more important one, lies in the fact that the 
workers are no longer separated from the means of production which are 
now under public ownership. The workers, as masters of the means of pro- 
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duction, work conscientiously for the overall interests of all working people 
as well as for their individual interests. An important condition for bringing 
this superiority into play is to apply socialist democracy to economy and prac- 
tice a highly developed economic democracy, creating a more lively and vivid 
economic situation than under capitalism. It will be a more complete mani- 
festation of the superiority of socialism if the basic economic units enjoy full 
independence in making their own decisions, unite on the principle of dem- 
ocratic centralisn and subordinate themselves to the unified leadership of 
the state, and thus bring about a situation in which there are both independ- 
ence of the enterprises and unity under state leadership, both democracy and 
centralism, both planning and liberty. In the final analysis, economic 
democracy is the basis of political democracy. 

A major defect in China's existing economic structure is the excessive 
concentration of power. The crux of the problem does not lie in whether 
there is an inappropriate division of power between the central government, 
the local government and the enterprise, but in management of the national 
economy as a single “big enterprise.” Many comrades have pointed out that 
the state should direct the enterprises by economic means and not by or 
seldom by administrative means. Well, what are administrative means? How 
does it happen that leadership is exercised over the enterprises by sheer ad- 
ministrative means? A further analysis is needed here. In fact, this is an 
inevitable result of managing the whole national economy as a single “big 
enterprise.” 

Specifically, the use of administrative means refers to direct command 
from the organs of state power. It means the issuance of orders as a way of 
directing the economic activities of subordinate organizations. On the other 
hand, the use of economic means refers to influencing or controlling the ac- 
tivities of an economic establishment by the force of economic advantages or 
disadvantages. The former is applied to an independent economic entity from 
within, the latter from without. The same thing holds true for the internal 
operations of a factory. Administrative means are generally applied within 
a factory taken as an accounting unit, with the factory authorities directing 
the workshops and the workshops directing the teams and groups. There is 
not necessarily anything wrong with this. If independent business account- 
ing is conducted by the workshops, which enjoy such independent financial 
interests as manifest in the monetary reward or penalty for their success or 
failure in the fulfilment of technological and economic norms, the adminis- 
trative means used by the factory authorities in directing the workshops be- 
come economic means because the workshops are being treated as independent 
economic entities. This shows that management by economic means only ap- 
plies to independent economic entities. Otherwise administrative means would 
prevail. In the present economic structure, since the whole national economy 
is treated as a “big enterprise’ and all the country’s enterprises as its 
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branches, and since financially it exercises a monopoly over all income and 
expenditure, direct control by administrative means is the only possible form 
of management. 

If we admit that an enterprise is a basic economic unit with independent 
financial interests, what would be the relationship between the state and an 
enterprise? 

As a socialist state has its political and economic functions, the state is 
related to an enterprise in two respects, political and economic. In the eco- 
nomic respect, there should be no relationship of administrative subordination 
(except in such special departments as the military industries and transporta- 
tion, which must be administered directly by the government), but an eco- 
nomic relation, In essence, this relationship embodies the relations between 
all workers in society and those working in one enterprise. As far as financial 
interests are concerned, the state represents the overall and long-term in- 
terests of all workers, while the enterprises each represent the local and im- 
mediate interests of one section of workers, Of course this is only a relative 
distinction, which does not mean that the state may neglect the local and 
immediate interests of an enterprise, or that an enterprise may forget about 
the overall and long-term interests. Overall and local interests form a unity 
of opposites. So it is inevitable that the state and an enterprise each repre- 
sent a different side. The state exercising leadership over an enterprise is a 
manifestation of the subordination of local interests to overall interests. 

In essence, the economic relationship between the state and an enter- 
prise is a relationship concerning interests. Therefore, state leadership and 
control over an enterprise must be effected by economic means. Economic 
means may take many forms. The main ones are: 

(1) The formulation of economic policies guiding the economic activities 
of enterprises and keeping them on the road of socialism. Under the socialist 
system, an enterprise is duty-bound to strictly observe and implement the 
principles and policies formulated by the state. A fundamental task of the 
Party organization in an enterprise is to ensure that it implements the 
economic policies of the state and maintains its socialist nature. 

(2) Economic legislation. In accordance with economic laws, the state 
protects the legitimate rights and interests of the enterprises and their work- 
ers and staff members, supervises the enterprises’ implementation of state 
policies and their observance of laws and decrees, and handles any economic 
dispute that may arise between the state and an enterprise or between enter- 
prises. 

Legal relations are a reflection of economic relations. Economic legisla- 
tion is essentially an economic means. In the laws concerning enterprises, the 
state must define the nature of an enterprise and its basic rights and obliga- 
tions in relation to the state and to other enterprises and the basic rights 
and obligations of its workers and staff members. 
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Being an economic entity with independent interests, an enterprise has 
the status of a legal person. Thus it is necessary to introduce a system of 
registration of enterprises. The establishment of a new enterprise is to be 
approved only after strict examination, Once it is registered, it acquires the 
status of a legal person who enjoys the rights and has the obligations stated 
in the laws concerning enterprises, This is an important means by which 
the state controls the orientation of economic development, In the existing 
economic structure, while a rigid control is imposed over the economic activi- 
ties of the enterprises, there is no adequate control over the establishment 
of new enterprises, which may be set up by local authorities or communes 
as they please. An end should be put to such anarchism which contradicts 
socialist principles. 

(3) Drawing up economic plans guiding the growth of enterprises. The 
state should focus on long-term programs and regional ones. Annual plans 
should be worked out from the grassroots up and the initiative of the enter- 
prises should be brought into full play. At the same time, in line with the 
principle of “handling major problems according to plan and minor ones 
with flexibility,’ a policy should be. adopted to regulate national economic ac- 
tivities through both planning and the market mechanism, with the former 
as the main form, so as to meet the objective needs arising from the com- 
modity production of the enterprises. 

(4) Regulation and control of the economic activities of the enterpris® 
by economic levers, including taxes, credits, interests on loans, financial re- 
wards and penalties, pricing, state orders for goods, and subsidies granted for 
policy considerations. These should be fully utilized to adjust the contradic- 
tions in interests in the relations between the state and the enterprises, be- 
tween the enterprises themselves and between producers and consumers, and 
provide the orientation for the development of the enterprises and ensure the 
fulfilment of state economic plans. 


IV. For a Better Application of Socialist Principles 


Instituting a socialist economic structure based on enterprises would mean 
a radical change from the traditional, customary methods by which we have 
been organizing and managing our national economy, and adoption of some 
principles of commodity economy would give rise to practices similar in form 
to those in a capitalist economy. This will inevitably arouse the query: Isn’t 
everything the same as under capitalism? Our answer is: No, there is noth- 
ing that goes against the principles of socialism. 

After all, what are the principles of socialism? In my view, the two funda- 
mental principles of socialism are first, the public ownership of the means of 
production; and second, the abolition of exploitation and distribution accord- 
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ing to work. If there are other principles, they are derived from these two 
fundamental ones, The socialist system is a new-born system which has 
existed only for a little more than half a century and has not reached maturi- 
ty. Apart from the above two fundamental principles, none of the specific 
ways of doing things should be regarded as final, and all of them should 
be examined further through practice. Old methods can be changed, new 
ones can be tried out, and we should not fetter our own minds by regarding 
as Holy Writ anything that practice has not verified as indisputable. 

The socialist economy at the present stage remains a commodity econo- 
my, and enterprises inevitably appear as commodity producers. Does this 
view contradict socialist principles? As we have stated earlier, though 
capitalist commodity production is a highly developed form of commodity 
production, commodity production is not an economic form unique to capital- 
ism. A socialist society may have a socialist commodity economy, which is 
the same as capitalist commodity economy in some respects but fundamental- 
ly different from it in others. Labor power as a commodity —the main 
characteristic of a capitalist commodity economy —is totally non-existent in 
a socialist commodity economy. How can it be said that recognition of a 
commodity economy is a violation of socialist principles? 

A socialist economy should be a union of many economic units instead of 
being a monolithic economic entity embracing the whole national economy. Is 
this view contrary to socialist principles? In many of their works Marx 
and Engels speak of the socialist system as “a society composed of associa- 
tions of free and equal producers.”! So how can the replacement of a mono- 
lithic entity by a union be called a violation of socialist principles? 

Some comrades think it is all right to stress independence in the case 
of collectively-owned enterprises but not in connection with those under own- 
ership by the whole people, which may thus “slide back” into the former. 
This argument presupposes ownership by the whole people as a higher form of 
socialist ownership and collective ownership as a lower form, holding that only a 
transition from a lower to a higher form is permissible, and that a transition 
in the opposite direction is a “backslide.” Far from being an unchallenge- 
able conclusion, this conventional view is only an assumption. Theoretically, 
whether ownership by the whole people is a higher form is a question requir- 
ing further inquiry. But one thing is certain, namely, both ownership by the 
whole people and collective ownership fall within the category of public own- 
ership. So long as public ownership is maintained, there can be no violation 
of socialist principles. 

Since the socialist economy at the present stage is a commodity econo- 
my, it follows that commodity markets are required for circulation, that 


a a ee ee 


'Cf. Karl Marx, “The Nationalization of the Land,” in Marx and Engels, Selected 
Works, Progress Publishers, Moscow, 1976, Vol. II, p. 290. 


46 








enterprises should be allowed to compete with one another, and that the law 
of value inevitably acts as a regulator of production and investment. Some 
comrades are worried that all this is bound to weaken or even damage social- 
ist planned economy, Other comrades further argue that planned economy 
is an economic law of socialism, and weakening or damaging planned economy 
means weakening or damaging socialist principles. We hold that, while a so- 
cialist economy must be organized in a planned way, whether this is an eco- 
nomic law is open to discussion. Planning is an subjective act performed by 
men, a way of doing things, which should undoubtedly reflect objective eco- 
nomic laws, such as the proportionateness of an economic pattern, but plan- 
ning itself cannot be regarded as an objective law. Organizing economic ac- 
tivities on a plan is aimed at developing the economy in line with objective 
laws and overcoming the anarchy in social production created inevitably by 
capitalist private ownership. But national economic activities as a whole form 
a highly complicated organism, which cannot be covered in a unified state 
plan down to every detail, and a great number of problems of supply and 
demand still have to be solved through the market mechanism. State plan- 
ning should concentrate on questions of macroeconomics such as long-range 
and regional economic programs; it does not have to take the form of detailed 
schemes containing mandatory instructions on the day-to-day economic activi- 
ties of enterprises. This is a question of method. We must not think that the 
more detailed a plan, the better it is, or that a detailed plan strengthens the 
socialist economy and a broad one weakens it. Under the socialist system, reg- 
ulation of the economy by both planning and the market mechanism does not 
mean in any sense a weakening of the role of planning. On the contrary, it 
brings planning closer to reality so that it may provide better guidance to 
economic development over a long period of time. 

Some comrades are worried that enterprises enjoying independent eco- 
nomic interests will tend to be dominated by the profit motive like capitalist 
enterprises and depart from the aims of production in a socialist enterprise. 
We have already dealt with the socialist principle of material interests. 
Under the socialist system, the interests of the part should be subordinated 
to those of the whole. It is not a bad thing for an enterprise to make more 
profits, which not only benefit the enterprise but also add to siate income. 
If an enterprise seeks profits for itself in disregard of state interests, the 
state will rectify its line of action through its policies and decrees and the 
use of economic levers. As long as the socialist economy at the present stage 
is recognized as a commodity economy, it must be admitted that the two-fold 
character of commodities inevitably exists in our socialist society today. The 
purpose of production in an enterprise, therefore, cannot be limited to the 
creation of use values but should also cover the creation of value. The rela- 
tions of production as reflected by value under the socialist system cover the 
relations between the overall interests of the state and the local interests of 
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enterprises. Therefore, apart from satisfying the growing social want and 
providing a source of income for the state, production in a socialist enterprise 
should also serve the purpose of furthering the interests of the enterprise it- 
self, which are connected with the personal interests of its workers and staff 
members, Only such a statement of purpose can arouse the production 
enthusiasm of the masses and result in a better implementation of socialist 
principles. 

We are for an enterprise assuming sole responsibility for its profits or 
losses, a responsibility shared by its workers and staff members, whose per- 
sonal interests are thus connected with the business achievements of the 
enterprise. Some comrades think that, since the means of production in an 
enterprise under ownership by the whole people do not belong to its workers 
and staff, it is not theoretically logical for them to assume responsibility for 
the profits or losses of the enterprise. But since the state assigns the means 
of production owned by the whole people to the workers and staff members 
of an enterprise for their use, can’t we, within the prescribed limits of rights 
and obligations, introduce a system of “collective responsibility for an enter- 
prise under ownership by the whole people”? Collective responsibility covers 
the responsibility for profits or losses, so why can’t an enterprise owned by 
the whole people be responsible for its own profits and losses? 

4 Other comrades are afraid that the new system will cause much disparity 
in material well-being or even polarization between rich and poor. We hold 
that egalitarianism is not socialism. In the period of socialism, differences 
in personal income are not only inevitable but an indispensable condition 
inspiring personal initiative. The principle of “to each according to his work,” 
the hallmark of socialism, is itself a principle recognizing differences. Exces- 
sive disparities in incomes will of course be avoided. At the experimental or 
initial stage of the reform, disparities may arise, and the state may have to 
deal with the situation by adopting certain economic policies or using economic 
levers and thus find a proper way by which excessive disparities can be 
avoided while the necessary differences maintained. 

There are still other comrades who fear that once an enterprise acquires 
the right to manage its own affaivs, its leaders will take all power into their 
own hands and become a new privileged stratum or even become capitalists. 
This is a question of who wields the power in an enterprise. Engels points 
out that the Paris Commune “instituted an organization of large-scale industry 
and even of manufacture which was not only to be based on the association of 
the workers in each factory, but also to combine all these associations in one 
great union.”! The national economic union as a whole, which we have refer- 
red to, is none other than the great union Engels speaks of here. What then 


nee a a ee 


‘See Frederick Engels, “Introduction to The Civil War in France,” in Karl Marx, 
The Civil War in France, FLP, Beijing, 1966, p. 14. 
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is the basis of this great union? It is the association of workers within each 
enterprise. This means an enterprise should be a body controlled by all its 
workers and staff members. The key to applying this principle lies in estab- 
lishing and perfecting a system of democratic management in an_ enterprise. 
When an enterprise is managed democratically by all its workers under the 
leadership and supervision of the Communist Party organization there, monop- 
olization of power by its leaders and their degeneration will only occur in 
isolated cases, for which there are remedies. 

The transition to an economic structure with independent enterprises as 
the basic units is an inevitable trer.d in China’s economic development. The 
concrete ways and means will have to be explored and tried out in the course 
of practice. Problems may crop up, the reform may meet with resistance, and 
there may be reversals in the course of advance. But the general trend will 
prevail, regardless of man’s will. 


— Translated by Zhao Qinghua 
and others 


CSO: 4020 
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NATIONAL ECONOMIC POLICY 


INVESTIGATION; SICHUAN ENTERPRISES ACQUIRE GREATER INDEPENDENCE 
Beijing SOCLAL SCLENCES IN CHINA in English Vol 1, No 1, Mar 80 pp 201-215 


[Article by Ren Tao, Sun Huaiyang and Liu Jinglin] 


[Text } Beginning October 1978, experiments were undertaken in Sichuan Province 
to broaden the power of enterprises to make their own decisions. The experi- 
ments started with six enterprises and gradually extended to over a hundred by 
early 1979. Obvious results were achieved in the first half year. In this 
period, the output value in 100 enterprises under experiment increased at a rate 
56.7 per cent higher than the average in the whole province. The profits made 
b# 84 local industrial enterprises rose at a rate 54 per cent higher than the aver- 
age in similar ones throughout the province. The quality of products also im- 
proved generally. In 14 experimental mills in the chemical industry, 84 per 
cent of the major products hit or surpassed the best standards ever reached, 
with a big increase in the ratio of first-grade products. Enterprises which 
conducted the experiments more successfully acquired greater financial inde- 
pendence and, on that basis, carried out technical transformation and changed 
the outdated production processes, introducing mechanization, integrated oper- 
ation and automation. Their production capacity was enlarged, their mod- 
ernization speeded up. Quite a few enterprises used their increased welfare 
funds for the construction of apartment buildings for the workers and staff. 
Six factories put up in the first half of 1979 blocks of flats with a total floor 
space of 29,400 square meters, providing better housing for 730 families. 


I. Chiet Reasons for the Achievements 


Why was it possible to make all these achievements in half a year during 
which the power of the enterprises to make their own decisions was increased 
to an almost insignificant extent? Here are our findings: 

The fundamental reason for the successes is an initial combination of finan- 
cial benefits, economic performance and financial responsibilities, which means 
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a combination of the interests of the state, the enterprise and the worker. Ac- 
cording to the regulations on the experiments in Sichuan, enterprises which ful- 
fil the eight technical and economic norms® laid dow» »y the state are entitled 
to draw a bonus fund from its earnings at an average .50 yuan for each em- 
ployee and keep 15 to 25 per cent of the profit it has gained in excess of the 
planned figure as part of its business fund. This is a departure from the situa- 
tion where the state of management and production in an enterprise has nothing 
to do with the material benefits of the workers and staff, where no distinction 
is made between good and bad management, between those who do a good job 
and those who do a poor one, where financial responsibilities and economic 
performance are not taken into consideration, and where egalitarianism reigns 
supreme. The new practice puts an economic motor inside an enterprise that 
drives its production forward. To get its business fund, the enterprise has to 
call forth its initiative, conduct business accounting in earnest and implement a 
system of rewards and penalties. This brings into play all positive factors and 
improves management. Some of their practices are: 

(1) A combination of the system of job responsibility with business ac- 
counting, rewards and penalties, and business contracts. Cost accounting is 
conducted at various levels — the general factory, the plant and the workshop, 
and metrological data, production quotas and day-to-day records are made clear 
to see whether the targets have been fulfilled and whether there have been 
gains or losses. In the past, responsibility for fulfilment of the eight state norms 
was placed entirely on the plant authorities while the workshops, teams and 
groups were not financially answerable. The rank-and-file workers never 
bothered about the question of economizing on materialized or living labor. 
After business accounting is put into practice in an enterprise, the technical 
and economic norms are sub-divided among workshops, groups and _ individ- 
uals. In the same way as the state examines the economic performance of a 
factory, the factory checks on the workshop, and the workshop on the group or 
the individual on their fulfilment of the targets with emphasis on the profit 
norm. Even the administrative and technical offices have their own targets to 
worry about. Since the responsibilities are clear and definite, every target is 
taken care of, and every unit or individual is justly rewarded or penalized. 
Those who fulfil or overfulfil the targets are rewarded, those who fail to do so 
get no reward, and those responsible for financial losses are penalized and their 
bonuses cancelled. Now, from the director to the ordinary worker, everybody 
keeps an eye on the accounts and concerns himself with the economic per- 
formance of the factory. A general accountant of a factory said, “In our coun- 
try every worker is a master of his factory and should help to manage its fi- 





* Referring to output, quality, variety, ccnsumption of raw materials and energy re- 
sources, labor productivity, cost, profit and the ..‘e of utilization of circulating funds. 
— Trans. 





nances. But this used to be empty talk, It is now becoming a fact because the 
individual is taken care of and people's interests are linked with their responsi- 
bilities, and consequently everybody is interested in how his factory is doing 
financially.” A workshop director said, “In the past, no distinction was made 
between those who did a good job and those who did a poor one, and it made 
no difference whether you counted the figures. Now I have to be serious about 
business accounting, because I can hardly justify myself before the workers if 
they don't get enough in bonus.” 

The business contracts clarify the financial responsibilities of the work- 
shops and administrative and technical offices, putting the enterprise on a 
strictly planned basis. Quite a few enterprises under experiment have fixed 
for each workshop the number of workers, the equipment, the average up-to- 
date number of man-hours to be spent on a product, and the maximum number 
of unfinished products. The workshops are also made responsible for variety, 
quality and the profit norm. The administrative offices are responsible for 10 
jobs, including the supply of raw and supplementary materials and tools; the 
maintenance and repair of equipment; the supply of complete sets of correct 
blueprints on the products and technical papers; the supply of water, power, air 
and gas; the deployment of manpower, the prescription of man-hour norms 
and the timely communication of production plans to the workshops; the storage 
of unfinished products; labor protection and safety devices; a timely checkup 
on the quality of the products, etc. Any unit which fails to carry out its ob- 
ligations and thus affects the fulfilment of production plans by other units is ac- 
countable for the financial consequences. In this way, the powers of an enter- 
prise are identified with its duties, and its economic performance with its 
financial interests, and each enterprise coordinates its work by focusing on 
the fulfilment of the production plan through a combination of powers and in- 
terests. 

(2) Bonuses, which used to be issued on the basis of a general voicing of 
opinions, are now distributed according to strict calculations. They are defined 
as rewards to those who perform extra work, who turn out more and better prod- 
ucts at a lower cosi and should, therefore receive more than their time wages. 
Every effort is made to distribute bonuses to those who fulfil the targets quali- 
fying them for the rewards. Some factories have adopted a piece wage system 
and no longer solicit opinions on the distribution of bonuses. They sub-divide 
the state-assigned production norms among the workshops by adding to them a 
monthly safety coefficient of 5 per cent and converting them into a daily aver- 
age, and distribute bonuses on a percentage basis according to the fulfilment of 
the norms by each workshop. Some enterprises under experiment offer bonus- 
es for overfulfilling the profit norm. For every 10,000 yuan earned in profit 
over and above the plan, a workshop gets an average of 0.20 yuan in bonus for 
each worker. The supplementa:y workshops and administrative and technical 
offices get an average of 0.15 or 0.18 yuan for each of their members on condi- 
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tion of complete fulfilment of the contracts relating to them. Each workshop 
or administrative or technical office distributes bonuses to groups and individ- 
uals in proportion to the work they have done. Under this system, the stand- 
ards are definite, the procedure simple, and the workers’ financial interests 
are linked directly with the results of their labor, It breaks away from the 
practice of distributing bonuses through discussion and avoids egalitarianism, 
furthering the solidarity of the workers and staff members. It freed people 
from the dilemma: “You wish to have bonuses when there is none; when 
they are granted, you don't know how to handle them without people complain- 
ing.”’ Under the new system, the workers and staff are encouraged to concern 
themselves with the management and economic performance of the enterprises, 
which are closely related to their material interests. For example, the Xindu 
Nitrogenous Fertilizer Plant set the attainment of the top production level in 
its history as the qualification for getting bonuses. While workers in nearly all 
teams and groups got 9.00 yuan each in May for achieving that level, each 
worker in Group C received 0.90 yuan, a difference of 10 times, because the 
group had not accomplished the major targets. But as the criterion was a clear 
and just one, Group C had nothing to complain about. Instead, it set up a study 
class to sum up its lessons and adopted measures to change the situation. As 
a result, it caught up with the other groups in June. In the Chengdu Meas- 
uring and Cutting Tool Plant, the graduation group in the caliper workshop, 
which had 13 workers, often failed to fulfil its quotas. After the number of 
workers was reduced to seven, it overfulfilled its target by more than 30 per” 
cent for several months running and lowered the reject rate from 10-15 per 
cent to 3-8 per cent. With better management and higher labor efficiency, the 
factory could still spare some manpower and equipment after it had sealed up 
113 pieces of equipment for safekeeping. Recently it has applied for transfer- 
ring 500 workers and 56 pieces of equipment to other units. 

A second reason for the success of the enterprises under experiment is 
that they have taken into consideration both the requirement of state plans and 
the actual conditions on the market, whereby they have gained some flexibility 
and initiative in production and marketing and changed the illogical practice of 
basing sales on production. With some initiative in their hands, these enterprises 
could strike a balance between supply and demand and find their own mar- 
kets. This was one of the chief reasons accounting for the fast production growth. 
In the past, the enterprises depended solely on instructions from higher levels 
to decide what and how much to produce. Al] raw materials were supplied by 
the state, all products had to be turned over to its trading establishments. 
Owing to loopholes in the plans, however, production and marketing often 
drifted apart. While some goods were in short supply, others piled up in ware- 
houses, and the enterprises could not operate at full capacity. 

At the Sichuan No. 1 Cotton Textile Printing and Dyeing Mill, fine fabrics 
and chemical] fibers were insufficiently produced and showed few designs and 
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varieties. On the other hand, the Type 21 plain cloth kept long in stock 
equalled two-thirds of the total production in the province. This situation gave 
the mill no pressure, and it just waited for the higher authorities to solve the 
problem. Extremely limited in power, it had neither the responsibility nor the 
money to change the pattern of its products. Under the experimental regula- 
tions, however, it acquired the power to decide on its own affairs and changed 
the pattern of its merchandise without contradicting state plans, It increased 
the number of looms from 300 to more than 800 to produce Type 32 trueran 
which sold well on the market, cut down the production of the slow-moving 
Type 21 plain cloth by 50 per cent, and added 108 designs of cotton prints as 
well as two new products — Type 42 polyester khaki and polyester plain cloth 
— by blending long and short staple polyester fiber with cotton. Production at 
the mill has thus been geared to market demands. 

The Chengdu [ron and Steel Works is a small integrated enterprise under 
the provincial administration, Early in 1979, it met with a number of serious 
difficulties, such as: (1) the products did not suit market demands, e.g., the 
high-grade steel produced by electric furnaces were in excessive supply in Si- 
chuen and could hardly be disposed of, while thread steel, which was badly 
needed in capital construction and was in short supply, was not produced by 
this enterprise; (2) imbalances between different kinds of production capacities, 
fg. the rolling capacity exceeded steel-making capacity by over 10,000 tons; 
and (3) the prices of coke, coal, natural gas and water had increased and the 
state subsidies for the production of pig iron and wires had been cut substan- 
tially, which meant an additional expenditure of six million yuan. If these 
problems were not solved, the factory would not be able to fulfil its production 
plan and would face a deficit of five million yuan. But with the newly acquir- 
ed power to run its own affairs, the enterprise began to base production on 
sales prospects, asked customers about their needs and changed the pattern of 
products accordingly. Responding to customer requirements, they increased 
specifications and varieties. By adding some special equipment it made use of 
the existing electric furnaces to produc? thread steel, and signed contracts for 
selling 10,000 tons of it, gaining the initiative in production. It also went in 
for the processing of wires and rolled 8,000 tons with material supplied by cus- 
tomers. At the same time, it managed to sell its carbonized tool steel, totalling 
700 tons, which the cominercial departments had refused to purchase. It turn- 
ed out that the Harbin Machine Building Plant, which had an annual demand 
for 30 tons of carbonized tool steel, had not been able to get it for three years 
running. The Chengdu Iron and Steel Works supplied its need and solved a big 
problem for it. Production in the Iron and Steel Works is improving steadily. 
In the first half of 1979, the industrial output value came to 64 per cent of 
the quota for the whole year, the profit turned over to the state was four times 
that in the same period in 1978, and the total amount of profit to be turned 








over to the state in 1979 was expected to reach five million yuan in addition to 
five million yuan paid in taxes. 

The Chengdu Plastic Factory could not find a ready market for its plastic 
hoses for farm irrigation, Because of this, the quota of plastic goods to be pro- 
duced, as assigned by higher authorities, came to less than half of the factory's 
output in 1978. The factory sent people to 25 counties for investigation and 
discovered that sales were hindered by a lack of accessories to be used with 
the plastic hoses, such as racks and joints, and by the absence of skilled work- 
ers who can install the equipment in the countryside. The factory promptly at- 
tended to the production of accessories and sent technica) groups to production 
brigades to help with the installation. Thus they found a market in a short 
time. 

The third reason for the success of the enterprises under experiment lies 
in their greater financial power, which enables them to carry out technical 
transformation and enlarge production capacity for new products. In the past, 
the enterprises were only allowed to draw a modest sum from the depreciation 
fund for their fixed assets to pay for overhauls and the replacement of equip- 
ment. But actually, little was left after the payment on overhauls and the en- 
terprises had only the means to buy some minor equipment. Any major tech- 
nical transformation was out of the question. As a result, outdated equipment 
and technology became a serious hindrance to a speedy development of produc- 
tion. For example, the spinning and weaving capacities of the Sichuan No. 1 
Cotton Textile Printing and Dyeing Mill, situated in Chengdu, accounted for one- 
third, and its printing and dyeing capacities one half, of the province's total. The 
profit it turned over to the state was half of that handed in by light industries 
in Chengdu. Construction of the mill began during the Great Leap Forward in 
1958, and did not go into operation until 1964 after experiencing a series of set- 
backs. Many problems had been left over: different models of equipment, low 
efficiency, heavy dust and a big noise in the workshops, waste of manpower, 
poor quality, etc. The mill had asked the authorities for more funds year after 
year, but to no avail. Now, although the mill has only just begun to enjoy 
some financial power or as people in the mill put it, “the ropes on us are loosen- 
ed a little bit,” things have started to change enormously. 

First, a larger fund is now available for technical transformation and the 
expansion of production. The mill gets 2.8 million yuan, 1.9 million more than 
it did before, by drawing bigger portions from the depreciation fund for fixed 
assets, the profit to be turned over to the state, and the funds for scientific 
research and technical transformation. 

Second, greater power has been granted for the mill to use its funds flexi- 
bly. The mill is now free to use its basic depreciation fund, overhaul fund and 
the money drawn from its share in the profit for the expansion of production in 
a way it sees fit, provided the overhaul of equipment is guaranteed. For two 
years, it will not have to hand in the profit it earns by developing new tech- 
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nology and installing new equipment with its own money, and may use the 
money for expanding production. This arouses the mill’s interest in technical 
transformation and enhances its initiative. In the first half of 1979, this cotton 
textile mill installed 83 items of automatic equipment and 42 items of inte- 
grated equipment. To control moisture, ventilation and cooling, it built a freez- 
ing cistern and an air-conditioning center which is partly in operation now. A 
new production line for printing and dyeing decron has begun trial operation. 
A more extensive production line, covering weaving, printing and dyeing, is 
being built and is expected to go into operation in 1980. When the two produc- 
tion lines are put into operation, the imbalance between printing and weaving 
capacities will be mitigated. With the expansion in production capacity, profit 
is expected to reach 40 million yuan in 1980, an increase of 10 million yuan 
over 1979, and will be 50 million yuan in 1981. In other words, by the end of 
1981, the annual profit will be equivalent to the value of a cotton mill] as large 
as the present one, and to two such cotton mills if the amount to be paid in 
taxes are added to the profit. 

The Chengdu Measuring and Cutting Tool Plant mei\tioned earlier is using 
its share in the profit and the increased depreciation fund for its fixed assets 
to increase production by changing its technology and tapping its potentials. 
It aims to develop new generations of products and readjust the proportions be- 
tween the different varieties so as to supply the market with more and better 
goods. It has enlarged the capacity for producing gauge blocks and _ taper- 
handled bits, and has changed the technology for making calipers. It plans to 
install three production lines for taper-handled bits, which will produce at least 
400,000 of them every year and increase output value by 1.8 million yuan and 
profit by 130,000 yuan. An experiment is going on in the treatment of cutting 
tools with oxygen and nitrogen. Eight models are expected to enter the in- 
ternational market by 1980. 

The growth of production in the enterprises under experiment proves that 
many enterprises in our country can raise their production substantially and 
make more profit after going through some minor reforms. What is the way 
to modernize the 350,000 enterprises in China? The answer is the technical 
transformation of each enterprise. But the state cannot be expected to take 
care of the technical transformation of so many enterprises across the country, 
and any such attempt would only retard industrial progress and delay moderni- 
zation. The workers and staff in these enterprises are most familiar with the 
production conditions and problems there. Given the necessary power to make 
decisions on changing the technology and suiting production to market de- 
mands and to invest in extended reproduction, the enterprises will surely make 
rapid progress by linking the development of production with the financial 
benefits of the workers and staff. In this way, the forces working for the four 
modernizations will be much greater, the speed much faster and the results 
much better. 
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The enterprises have used their welfare funds to put up apartment build- 
ings for the workers and staff. Neglect of the workers’ welfare over the years 
had resulted in a serious housing problem. In the Sichuan Chemical Plant, 300 
couples lived separately in dormitories for single workers. In many enter- 
prises, the average housing space per person was two square meters. In the 
past, an enterprise had no authority to build housing exceeding 20 square me- 
ters. Now the enterprises under experiment have all made plans to solve the 
housing problem and have set about the construction of apartment buildings. 
The Sichuan No. 1 Cotton Textile Printing and Dyeing Mill, which has 8,130 
workers, is getting an annual welfare fund of 900,000 yuan, with which it has 
started to build apartments, totalling 6,000 square meters, to provide accom- 
modation for 150 families. The mill has earmarked another million yuan for 
building 10,000 square meters of living quarters in 1980, which will shelter 
300 families. In this way the serious housing shortage wi'l be ameliorated. For 
instance, the Sichuan Chemical Plant, with 8,200 workers, has a yearly welfare 
fund of 2.5 million yuan. Beginning 1979, it is investing one million yuan in 
the construction of apartment buildings every year to acquire a floor space of 
10,000 square meters. 

Comrades in enterprises under experiment predict that the housing prob- 
lem will be solved for workers in most of these enterprises by 1985 if con- 
struction proceeds at the present pace. 

To sum up, the three major reasons for the success of the 100 experimen- 
tal enterprises which have acquired some power to make their own decisi 
are as follows: 

1. In the relationship between the state and the enterprise, the principle 
of material interests has been carried out in earnest. 

2. In planning and management, the enterprises make a point of regulat- 
ing production on the basis of market demand and are allowed to draw up a 
supplementary program in accordance with market demand on the condition 
of fulfilling the state plan. 

3. The enterprises are given greater financial authority and are empower- 
ed to use considerable and relatively stable amounts of money with flexibility, 
so that it can take the initiative in carrying out technical transformation in the 
light of market requirements. 

Of course, the consolidation work carried out prior to the experiment was 
another important reason for the success. Generally speaking, all the enter- 
prises under experiment had done a good job of shake-up and many of them 
had already been pace-setters on the industrial front. They had all strengthen- 
ed their leading bodies at the factory level and established a competent and ef- 
ficient command in production. Moreover, they had formulated and improved 
the various rules and regulations, conducted a checkup of warehouses and made 
a better use of the stored goods, and examined and repaired the equipment, in- 
creasing the proportion of the equipment in good condition. They had also 
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impvoved the charts and tables and technological documents, and examined 
and revised the various norms. All this laid a sound foundation for the ex- 
periment to be carried out, Conversely, the broadening of the power of the 
enterprises has led to their further consolidation and further improvement in 
the system of management. 

When the experiment was first started, some comrades were worried that 
the revenue of the state might diminish, a confusion might follow, and the 
other enterprises might be affected. Contrary to their worries, state revenue 
increased and, generally speaking, the enterprises under experiment achieved 
the goal of increasing the income of the enterprise and the individual while 
adding to state revenue. Not only was there no confusion, but the management 
became more efficient. Not only was there no bad influence on the other en- 
terprises, but an impetus was given to them generally. 

The experience in Sichuan Province proves that it is correct to restructure 
the system of economic management first by broadening the power of the en- 
terprise to run their own affairs, a step to be taken on a plan and under 
proper leadership. Broadening the power of the enterprises represents an initial 
measure to reestablish the relatively independent status which should be en- 
joyed by industrial enterprises owned by the whole people in a socialist econ- 
omy and recognize their corresponding economic interests. It is an initial 
fulfilment of the need to manage the economy in accordance with the law of 
value, the principle of “from each according to his ability, to each according to 
his work” and other objective economic laws. It is also an initial challenge to 
the main drawbacks of the existing structure of economic management and 
represents the first step towards restructuring. A problem to be solved is to 
define the limits of the power of the enterprises on the basis of investigation 
and study and a constant summing-up of experience in order to ensure that, on 
the one hand, the enterprise enjoys the power of decision-making in day-to- 
day economic work and, on the other, the centralized leadership of the state 
over the nation’s economy as a whole is not weakened. So far the comrades 
belonging to various quarters have not reached a unanimity of views on this 
question, which requires further exploration in the course of practice. 


II. Questions Arising from the Experiment 


In the course of the experiment on broadening the power of enterprises 
in Sichuan Province, people have raised some questions which require further 
study. They are: 

1. As a general reaction to the five documents issued by the State Coun- 
cil on broadening the power of enterprises, people commented that the steps 
envisaged in these documents are much too limited. 
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A conference on the experiment was convened in the province in early 
August. Represer tatives of the experimental enterprises attending the con- 
ference were worried about a change in policy, for they considered the powers 
granted in the State Council documents too small, even smaller than those 
provided for in the 14-point experimental program announced by the provin- 
cial authorities. The main differences are: 


(1) With respect to the profit earned by an enterprise over and 
above the siate norm, the State Council allows it to keep 5-15 per cent of 
the sum as against the 15-25 per cent stipulated in the provincia) program 
—a difference of 10 per cent. Moreover, the State Council percentages are 
to be calculated on the basis of the previous year’s actual profit, whereas 
the provincial percentages are to be based on the planned profit in the 
current year. The amounts of money which can be drawn by the enter- 
prises are thus quite different. Figures worked out by the Sichuan Chemi- 
cal Plant show that it can draw 2,750,000 yuan under the State Council stip- 
ulations as against 8,750,000 yuan under the provincial ones, the dif- 
ference being six million yuan. The Sichuan No. 1 Cotton Textile Printing 
and Dyeing Mill can draw 1,300,000 yuan under the former stipulations 
and 1,700,000 yuan under the latter. 

(2) It is stated in the provincial regulations that, over a period of two 
years, an enterprise may use, for the renewal of fixed assets and the ex- 
pansion of production, all the extra profit it has earned by developing new 
techniques, new production processes and new equipment. There is no such 
stipulation in the State Council documents. 

(3) As for the sources of bonuses for the workers and staff, the pro- 
vincial regulations say that, after overfulfilling the main technical and eco- 
nomical norms, an enterprise may draw from its profit a sum equivalent 
to 5 per cent of the total sum of its standard wages for distribution as an 
extra bonus. Thus each worker in an experimental enterprise will get an 
average of 2.50 yuan as extra bonus every month. Again this is not stip- 
ulated in the State Council documents. 


Comrades in the experimental enterprises and in the provincial depart- 
ments in Sichuan generally believe that the key to the extension of the power 
of enterprises lies in the question of financial power. They expressed the wish 
that experiments in the province would keep to the 14-point program an- 
nounced by the Provincial Party Committee and no change would be made in 
policy. Replying to the request, Zhao Ziyang, First Secretary of the Provincial 
Party Committee, assured the comrades there would be no change in the 14- 
point program and, should there be any change, it would be in the direction 
of further broadening the power of the enterprises instead of curtailing it. 
Otherwise, he said, there would be no point in carrying out all these experi- 
ments. 
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2. The question of obtaining funds for the technical transformation of en- 
terprises. 

Practice has shown that it is absolutely necessary for an enterprise to ac- 
quire, on the basis of the growth in production, a stable source from which it 
can draw considerable sums of money for technical transformation, extended 
production and the acceleration of modernization. Comrades in the experimen- 
tal enterprises, however, think the financial resources they have been given 
under the present provincial regulations are still insufficient and, as they put it, 
the ropes on them have been loosened only a little bit but remain fairly tight. 
In their opinion, pending a fundamental restructuring of the system of econom- 
ic management, the enterprises should draw from their profit the funds for 
the renewal of fixed assets and technical transformation and for the expansion 
of production in such a proportion as is justified by the financial resources of 
the state and sufficient for an effective development of production. Comrades 
of the Chengdu Measuring and Cutting Tool Plant expected to receive in 1979 a 
fund of two million yuan for technical renovation and transformation from 
an enlarged fund covering the depreciation of fixed assets, from the share in 
the profit to which it would be entitled through an overall fulfilment of state 
norms and from its share in the profit earned above the planned figure. They 
felt that, given this sum, an enterprise with some 4,000 workers would be 
€ble to push forward its modernization by taking planned steps to effect tech- 
nical transformation, enlarge its production capacity, improve the quality of 
products and replace the older generations of products by new ones, and in- 
crease the varieties and specifications of products, so as to gear its production 
to market demands. In the case of the Chengdu Measuring and Cutting Tool 
Plant, however, a larger sum, or about three million yuan, would be necessary 
for the implementation of its three-year development program. This means 
they would be short of one million yuan. Comrades of the plant proposed to 
make up for the deficiency in the next few years by the following measures: 


(1) A gradual shortening of the depreciation cycle of fixed assets 
and a steady increase in the funds for their replacement and for technical 
transformation. Under the present system, the depreciation cycle ranges 
from 25 to 40 years. In the next five years, on the basis of developing pro- 
duction, lowering costs and increasing profits, it should be shortened to 10- 
15 years and the ar.nual rate of depreciation should gradually he raised to 
6.5-10 per cent, while 80 per cent of the basic depreciation fund should be 
placed in the hands of the enterprise. 

(2) A greater proportion of the profits earned in excess of the target 
should be left with the enterprise, and the share should be stabilized at 15- 
35 per cent. 

(3) More loans from the banks for the renewal of fixed assets and 
technical transformation. 











(4) More state allocations for tapping the potentials of the enterprise, 
renewing their fixed assets and putting them on a new technical basis. 
Much state financial support should be given to projects of technical trans- 
formation which require less money, produce quicker results, earn more 
profits, and turn out urgently needed products. 


3. The proportions for the sharing of profits by the enterprises. 

The regulations of the State Council and Sichuan Province on the experi- 
ments set three kinds of proportions for the sharing of profits by enterprises in 
the various industries, each differing from the other by 5 per cent. It was nec- 
essary to have a rough division like this at the beginning of the experiment. 
But as the experiment gained in depth, the enterprises came to realize that 
these proportions could not embody the differences in profit between the in- 
dustries caused by unreasonable prices. In 1978, the average profit rate for 
all industries, as calculated against cost, was 24 per cent, varying from 73 per 
cent for the petroleum industry, to 69 per cent for electrici', 29 per cent 
for industrial equipment, 9 per cent for farm machinery, anu v.7 per cent for 
coal mining. In 1977 the coal mines under the direct control of the central au- 
thorities, with nearly 3 million miners, turned over to the state a little over 
300 million yuan in profits and taxes, averaging 100 yuan per person, while the 
Sichuan Chemical Plant, with 8,200 workers, turned over to the state a profit 
of more than 106 million yuan in the same year, or 12,800 yuan per person. This 
shows that, pending an overall adjustment of prices and tax rates, it would be 
advisable to work out a wider range of proportions for profit-sharing on the 
basis of the situation with each industry so that the present differences in prof- 
it rates, caused by price factors, may be offset by the differences in propor- 
tions. 


Neither is it rational to set a uniform proportion for profit-sharing in an 
industry since the conditions and the organic composition of the funds vary 
from one enterprise to another. In this respect, the small and medium-sized 
enterprises are generally in a less favorable position as compared with the large 
ones. For example, the Sichuan No. 1 Cotton Textile Printing and Dyeing Mill 
and the Chengdu Cannery share their respective profits by the same proportion 
because they are both in the light industry. But the cotton mill was expected 
to get 3,000,000 yuan from its extra profits, or 360 yuan per person, while the 
cannery, with nearly 1,000 workers, could only draw 90,000 yuan, or 81 yuan 
per person. The gap was not only related to the price factor, but also had some- 
thing to do with the differences in the organic composition of the funds of the 
two enterprises. This shows that, pending the imposition of taxes on fixed as- 
sets and on the possession of resources, the proportions for the sharing of prof- 
its earned in excess of plans should be different within a single industry. This 
will give wider scope to the initiative of the enterprises, especially the small 
and medium-sized ones, 
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4. Proportions by which an enterprise may use its share in the profit. 

The enterprises are in favor of the principle that the profits accruing to 
them should mainly be used to develop production and enhance the collective 
welfare of the workers, but they would like to exercise some flexibility. In 
this connection, they think some general stipulations are sufficient, while the 
particulars should be left to the workers’ congress. The Ninjiang Machine Tool 
Plant, which had quite a number of older workers, had to find jobs for their 
children and tackle the housing problems accumulated over the years. The 
workers’ congress decided to use the bulk of the profit to expand production 
and build new blocks of flats, for this would help solve both problems. Only a 
small part of the profit was distributed to individual workers as bonus for ful- 
filment of particular targets. These facts show that the workers know their en- 
terprises inside out and are able to put their financial resources to the best 


use. 

5. The question of sharing the total profit. 

Many in the experimental enterprises hoped that the present system of the 
state and the enterprise sharing part of the profit would be gradually changed 
to one of sharing the total profit. Comrades on the Sichuan provincial and 
Chengdu municipal commissions for economic affairs and of the financial de- 
partments were all in favor of this. 

Profit is now being divided between the state and the enterprises in two 
ways. Under the State Council regulations, they share the year’s increase in 
profit over the previous year. Under the 14-point program of Sichuan Province, 
they share the amount earned over and above the planned profit. Comrades 
in the enterprises under experiment think that both practices have some disad- 


vantages. 

The first practice, i.e., the sharing of the increase over the previous year’s 
profit, may not be favorable to well-managed enterprises, because it is hard for 
them to increase their profits which are fairly high already. On the other 
hand, the poorly-managed enterprises may have much to gain because it is 
generally not so difficuit for them to achieve big increases over their previous 
low profit rates. The Sichuan Chemical Plant, a pace-setter on the industrial 
front in the province, earned much profit in 1978. By the system of sharing 
the increase over the previous year’s profit, it would only receive 510,000 yuan, 
as against 4,000,000 yuan by the system of sharing the profit earned above 
plan -~a difference of 3,490,000 yuan. 

The system of sharing such unplanned profits, however, is likely to cause 
some bargaining when the annual plan is being made, because the enterprises 
would like to set lower targets, so that extra profits can be earned more easily, 
While the higher authorities are inclined to base the targets on the profits ac- 
tually earned in the previous year. 
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People working in enterprises are therefore in favor of a policy of sharing 
the total profit. In their opinion, this would help avoid the bargaining in the 
course of planning as well as unfairness to the advanced enterprises. 

6. The question of levying taxes on fixed assets and granting all circulat- 
ing funds through credits. 

Generally speaking, the ente:prises under experiment in Sichuan Province 
approve of a system of paid possession of fixed assets and the acquisition of 
all circulating funds through credits, because this would lead to a more rational 
use of both. But they prefer to delay the institution of such a system until the 
“five prescriptions’* are worked out. 

Some enterprises, where the profit rates are low, are not getting much 
money under the present profit-sharing system. Their management is worried 
about the consequences of the taxation on fixed assets and the granting of all 
circulating funds through credits. Some comrades in the Provincial Financial 
Bureau worked out the figures and noted that, under either of the two profit- 
sharing systems, enterprises which are making little profit, such as those in 
the tobacco and wine industries, would not only be unable to make any prof- 
it but may even be running at a loss. 

It seems that, on the basis of working out the “five prescriptions” as soon 
as possible, the experimental enterprises should put the two above-mentioned 
systems into effect on the condition of an appropriate increase in the propor- 
tions of profits to be left with them. 

The enterprises have misgivings about basing the taxes on fixed assetsson 
their original value. Certain factories have much old and dilapidated equip- 
ment, some of which dating back to the days of the Westernization Movement 
in the late 19th century. Although such equipment should have been scrapped 
long ago, the authorities concerned do not agree to this and it is still listed 
in the account books by its origina] value. In many factories most of the equip- 
ment was made in the 1950’s. After 20 years and more, practically all the de- 
preciation cost has been paid off, yet their value remains intact according to 
the books. Clearly, taxation on such a nominal value would be unjustifiable. 

7. The question of supplies needed for tapping the potentials of the en- 
terprises and for their technical renovation and transformation. 

All the enterprises under experiment are complaining that, while they have 
been given more power financially, they cannot get the necessary goods and 
materials with their money. Although the regulations on the experiment state 





* Meaning state prescription of the following production conditions for an enterprise: 

(1) The pattern of products and the scale of production; 

(2) The size of the staff and of the labor force and the organizational setup; 

(3) The norms concerning the consumption of raw and processed materials, fuels and 
power, and the wear and tear of tools, and the sources of these supplies; 

(4) The fixed assets and circulating funds; and 

(5) The relations of cooperation with other enterprises. — Trans, 
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clearly that the equipment and material earmarked for tapping the potentials 
of enterprises and for their technical renovation and transformation must be 
guaranteed in the supply plan at every administrative level and must not be 
squeezed out or diverted to other uses, the stipulation has not been carried 
out because the supply departments themselves haven’t got the supplies. The 
enterprises have to hunt for them everywhere, pleading and begging, wasting 
much time and money. If the problem is not solved at an early date, gaps 
in supplies will widen and the battleline in capital construction will again be 
over-extended as more enterprises are put under experiment and the funds at 
their disposal grow. This is quite detrimental to the nation’s three-year plan 
for economic readjustment. The enterprises are therefore asking the depart- 
ments concerned to solve the problem as soon as possible. To solve the problem 
of material supplies which the enterprises may buy with their funds for the ex- 
pansion of production, the Bureau of Chemical Industry of Sichuan Province 
has suggested a ration system whereby an enterprise may purchase, foy « very 
10,000 yuan, 1 ton of rolled steel, 3 cubic meters of timber and 5 tons of ++: ent. 

8. The question of democratic election of cadres. 

Broadening the power of the enterprises to manage their own affi »5 ssen- 
tially means to broaden the power of the workers as their own master 4nd an 
important way for them to exercise this power is to elect cadres on a demo- 
cratic basis. In Sichuan Province, democratic elections cf team or group leaders 
and workshop directors have been held in some enterprises under experiment. 
As the financial interests of the workers were linked to the economic perform- 
ance of their workshops, teams or groups, the workers generally elected compe- 
tent people. But two difficult problems have arisen. One concerns the cadres 
who have not been elected. Theoretically it is necessary to abandon the “iron 
rice-bowl” concept according to which a cadre must remain a cadre all his life 
and cannot become a worker even when he is not elected, but actually it is 
very difficult for him to break away from the idea. On the other hand, when 
a worker is elecied a cadre, he should be given the status of a cadre. But the 
present regulations only allow him to act as a cadre while giving him no such 
status. Solution of these problems involves changes in cadre policy and the per- 
sonnel system. So no regulations have been worked out on the treatment of 
unelected cadres and workers elected as cadres. People in enterprises under 
experiment are worried that they would have to handle the placement of un- 
elected cadres at a time when they have hardly finished reinstating cadres who 
had been wronged or displaced during the Cultural Revolution. They hope the 
higher authorities would solve these problem soon by introducing a series of 
clearcut measures. 


August 30, 1979 


— Translated by Zhao Yingnan and Xiong Lei 
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ECONOMIC PLANNING 


WHAT IS THE BEST ECONOMIC SETUP FOR CHINA 
Beijing SOCIAL SCIENCES IN CHINA in English Vol I No l, Mar 80 pp 7-17 
[Text ] 


Economists Discuss Socialist Commodity Production and 
Restructuring the Economy 


By the end of June 1978, a recent article stated, the stockpiles of goods 
and state supplies throughout China had reached such enormous amounts that 
they equalled the value of the national industrial output for the first half of 
the year. A total loss of 1,000 million yuan had to be sustained in the course 
of handling the stockpiles. This happened at a time when many productive 
enterprises were badly in need of equipment and when shopkeepers were 
hunting for one kind of consumer goods or another.! 

What are the causes of occurrences like this? It doesn’t require the ex- 
pertise of an economist to see that there is a separation of production from 
marketing. A state-owned factory, for instance, has to fulfil government- 
assigned production quotas but doesn’t worry about the marketing of its prod- 
ucts, because that is taken care of by state commercial organizations. In 
the language of the economists, there is a regulation of production by state 
planning but no regulation through the market mechanism. 

Comparing the experience in China with that in some other socialist 
countries, people have gradually come to realize that the present economic set- 
up is too weighty and clumsy for a modernizing nation. While feathering the 
nests of bureaucracy, authoritarianism and inefficiency, this system of raanage- 
ment doesn’t take proper care of the varying economic-financial interests of 





1See He Jianzhang, “Problems in the Management of a Planned Economy Under the 
System of Ownership by the Whole People and the Orientation of Reforms,” in Jingji 
Yanjiu (Economic Studies), No. 5, 1979, p. 36. 
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collectives and individuals that contribute varying levels of labor productivity 
to socialism. In effect, their initiative is dampened, 

But economic systems and practices are based on theory and it is the job 
of economists to re-examine the basic theoretical framework of our socialist 
economy. The main questions under discussion are: 

What kind of economy is a socialist economy? 

How does the law of value operate under socialism? 

Is it necessary to adjust the socialist economy through the market 
mechanism? 


Socialist Production and Commodity Production 


What kind of economy is a socialist economy? A whole range of differing 
opinions have been expressed on the question. Some of the formulations are: 

1. The socialist economy is a planned economy, even though commodi- 
ties still exist at the present stage of its development. 

2. It is basically, but not entirely, a commodity economy. 

3. It is a planned commodity economy based on public ownership of the 
means of production. 

4. It is the unity of a planned economy and a commodity economy. 

What is the focus of the debate? There is no controversy over the com- 
modity nature of the products sold by the people’s communes to the state, 
nor over the commodity nature of the consumer goods produced by state- 
owned factories. But how about the means of production turned out by state 
enterprises? Are they commodities or not? And what is the economic status 
of the state enterprises? Are they commodity producers or not? 

For years, Chinese economists generally followed the theses of J. V. Stalin 
on these questions, namely, under the conditions of socialism, commodity 
production ‘is confined to items of personal consumption’! and does not cover 
the means of production. Consequently state enterprises making the means 
of production are not commodity producers. These views are being challeng- 
ed by many writers. A recent article by Feng Baoxing and others says: 


1. Examined in the light of the universal nature of commodities, the 
means of production exchanged between socialist enterprises under 
ownership by the whole people are likewise products of labor pro- 
cuced for sale; they too embody the intrinsic nature of commodities, 
possessing a use value and an exchange value. They should properly 
be called commodities. 





‘5. V. Stalin, Economic Problems of Socialism in the U.S.S.R., FLP, Beijing, 1972, 
p. 16. 
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2. Taking the economy of a socialist country as a whole, since the items 
of personal consumption produced by enterprises under ownership 
by the whole people are recognized as commodities, the means of 
production used to produce these items should also be recognized as 
such. This is because reproduction is an integral process, in which 
the production and circulation of consumer items include the produc- 
tion and circulation of the means of production, and the value of 
the consumer items contains the value of the means of production 
expended in the making of these items. 

3. From the point of view of material interests, exchange of products 
between enterprises under ownership by the whole people has to be 
conducted on the principle of equal exchange, which is the most es- 
sential characteristic of commodity exchange. 

4. From the point of view of ownership, although the means of produc- 
tion exchanged between enterprises under ownership by the whole 
people remain under such ownership, these enterprises in fact treat 
each other as different owners to a certain extent. This is because, 
under the country's system of graduated levels of administration, the 
local authorities are partial owners of the enterprises. In addition, 
each enterprise is an independent unit responsible for its own busi- 
ness accounting, controls and manages the means of production, and 
handles part of its own income.‘ 


Whether economists agree with these points or not, few of them would 
deny that, while the state reserves the final say on the means of production 
under its ownership, it is each individual enterprise that actually possesses 
and uses these means of production and controls them within prescribed 
limits. Labor productivity differs between enterprises as it does between in- 
dividuals, giving rise to differences in material interests between them. An 
article by Zhang Chaozun and others says: 


Differences in financial interests exist between enterprises under 
ownership by the whole people, and equal exchange is the only kind of 
exchange that suits their interests. This brings a well-managed enterprise 
more profit and its workers and siaff more material earnings. It also 
causes losses, or at least drops in profit, to a poorly managed enterprise 
and spurs it on to better efforts. Thus exchange between enterprises under 
ownership by the whole people remains an exchange of commodities 
and cannot take any other form, such as an allocation of products. Thus 
any such enterprise must be recognized as a relatively independent pro- 


'Feng Baoxing, Wan Xin and Zhang Dajian, “The Socialist Economy Is a Unity of 
Planned Economy and Commodity Economy,” in Shehui Kexue Zhanzxian (Social Science 
Front), No. 3, 1979. 
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ducer of commodities, and has to be given relative independence in the 
production and exchange of these commodities.' 


Stalin characterized commodity production under socialism as “a special 
kind of commodity production, commodity production without capitalists.’ 
Chinese economists seem to have no quarrel with him on that particular point. 
They are only arguing that such commodity production covers not only con- 
sumer goods but the means of production, first and foremost those turned 
out by state enterprises, and that, consequently, the entire socialist economy 
is essentially a commodity economy. 


The Law of Value Under Socialism 


The law of value, which governs commodity production, requires that 
commodities be exchanged at their values. It is the regulator of a commodity 
economy in that it calls for a distribution of social labor in the various depart- 
ments of production proportionate to social demand, 

Stalin's view of the operation of the law of value under socialism may be 
summed up as follows: 

1. Under socialism, the law of value operates chiefly in the sphere of the 
circulation of consumer goods, which are produced as commodities. In this 
sphere, it functions as a regulator within certain limits. 

2. The same law also influences production, because the consumer goods 
needed to compensate for the labor power expended in the production process 
come under its operation, 

3. The operation of this law is strictly limited by the system of the public 
ownership of the means of production. It does not function as a regulator of 
production.’ | 

In the same work in which he makes the above points, Stalin refers fre- 
quently to the law of the balanced (proportionate) development of the socialist 
economy and formulates the basic economic law of socialism as “the securing 
of the maximum satisfaction of the constantly rising material and cultural 
requirements of the whole of society through the continuous expansion and 
perfection of socialist production on the basis of higher techniques.’ 





‘Zhang Chaozun, Xiang Qiyuan and Huang Zhengi, “The Socialist System of Owner- 
ship by the Whole People and Commodity Production,” in Jingji Yanjiu (Economic 
Studies), No. 4, 1979, p. 74. 


2Stalin, op. cit, p. 16. 
3 ]bid., pp. 18-24. 
‘Ibid. pp. 40-41. 








Since many Chinese economists now recognize the socialist economy as 
one kind of commodity economy, they naturally agree that the law of value 
operates as a regulator of production. The question is how it regulates pro- 
duction and how it is related to the law of the balanced development of the 
economy and the basic economic law of socialism. 


From the 1950s up until about a year ago, Chinese economic thinking on 
this question was much influenced by Stalin's views and tended to set the law 
of value against the law of the planned, balanced development of the econo- 
my. Some writers said that with the basic completion of the socialist transfor- 
mation of China’s economy in the mid-1950s, the law of planned development 
had superseded the law of value as the regulator of the economy. Others 
declared that as the state enlarged the scope of its planning, the operation 
of the law of value would be further limited. Still others spoke of an invert- 
ed ratio between the importance of the two: the greater the role of the one, 
the lesser the role of the other. While a commodity economy still existed, 
shouldn't the law of value be brought into play to serve socialism? Yes, but 
it could only play a role supplementary to that of the law of balanced devel- 
opment. 

In the past year or so, the challenge of modernization has prompted econ- 
omists to re-examine the nation’s economy and take a fresh look at the above 
question. Jiang Xuemo points out: 


There is something in common between the law of planned devel- 
opment and the law of value with respect to their objective require- 
ments. The law of planned development calls for a distribution of the 
means of production and labor power among the various departments of 
the nation’s economy proportionate to social demand, so that there will 
be a co-ordinated development of the entire social production. The law 
of value calls for equal exchange, i.e., an exchange of commodities accord- 
ing to the amounts of socially necessary labor contained in them, and it 
likewise requires a distribution of the totality of social labor among the 
various departments of production according to social demand. Thus both 
laws make it necessary to gear social production to social demand, to 
distribute social labor, including both living labor and the accumulated 
labor embodied in the means of production, in proportion as required by 
society. This common objective requirement of the two laws points to 
the possibility of combining regulation of the economy by planning with 
regulation through the market, the two of which may complement 
each other. The conventional view tends to look upon the law of value 
as a trouble-maker, which by its very nature is bound to disturb national 
economic planning and play a negative role in the development of the so- 
cialist economy. This trouble-maker, therefore, would have to be “re- 
molded” before it could play any positive role. This erroneous view is 
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rooted in a failure to see the unity between the law of planned develop- 
ment and the law of value.' 


Arguing along this line, economists who see the socialist economy essen- 
tially as a commodity economy recognize the law of value as a regulator of 
socialist production, pointing out that it doesn't contradict, but works in tan- 
dem with state planning, provided that the planners take its role into full 
consideration, They also underscore the fact that, whereas under capitalism 
and in pre-capitalist commodity economies the law of value operates as a 
spontaneous force behind the backs of producers, under socialism it can be 
followed and applied consciously by economic planners. 


The Market Mechanism Under Socialism 


Lin Biao and the Gang of Four were opposed to utilizing the market as a 
means for developing a socialist economy. For instance, they denounced all 
market fairs as vestiges of capitalism and pressed for their abolition. Under 
their influence, the role of the market was neglected in the country’s economy. 

It is widely known that the market is a product of commodity economy 
based on the private ownership of the means of production, and it governs 
production and exchange under capitalism, the most highly developed form 
of commodity economy. The capitalist market embodies the interests of the 
capitalists, which lie in their pursuance of surplus value. 

In a socialist society based on the public ownership of the means of pro- 
duction, is it necessary to adjust the economy through the market? If so, 
why? 

Economists point to two circumstances which make such adjustment nec- 
essary: 

1. Social demand varies in a thousand ways and changes continually. Al- 
though the state can meet the basic needs of the population through its eco- 
nomic planning, it cannot quickly respond to and fulfil the whole complexity 
of their requirements unless it operates through the market mechanism. 

2. According to the analysis reported earlier in this column, economic or- 
ganizations in a socialist society remain as relatively independent commodity 
producers differing from each other in labor productivity and the resultant 
material interests. The state can bring their initiative into play only by 
recognizing their right to competition on the market. 

Discussing the relation between economic planning and the market in a 
socialist society, an article by Liu Guoguang and Zhao Renwei says: 


‘Jiang Xuemo, “Co-ordination of Planned Readjustment and Market Regulation,” in 
Jingit Yanjiu (Economic Studies), No. 8, 1979, p. 53. 
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For a long time, the theories of political economy concerning social- 
ism subscribed to the view that, since socialist economy is a planned econ- 
omy and a capitalist economy is a market economy, the former is in- 
compatible with the market. Later on it was admitted that commodity 
production and the law of value do exist in a socialist economy. Even 
then, however, the role of commodity production, the law of value and 
the market mechanism and that of economic planning were regarded as 
mutually exclusive, as if economic planning functioned where the market 
mechanism did not, and vice versa, This view has done much harm to 
our economic life.' 


The article goes on to enumerate the following negative effects of the 
above standpoint: 


The separation of production from demand. Because of a lopsided 
emphasis on planning and a neglect of the market situation, a factory 
goes by the assignments from higher authorities regarding the quantity 
and variety of its output without paying much attention to the actual social 
demand. The products frequently do not suit the demands, while those in 
demand may not be sufficiently supplied. Producers and consumers are 

‘ cut off from each other. The former do not know the needs of the latter, 
while the latter cannot exert any influence on the former. 

The divorce of prices from values. As the prices of many products 
are fixed in disregard of their actual values, the quality of management 
of a factory can hardly be judged from its monetary earnings or its 
profit. If a factory mukes profit or sustains losses, there is sometimes no 
telling whether this is the result of good or poor management because the 
prices related to its operations may not be reasonable. Also, little has 
been done to control supply and demand through an adjustment of prices. 
When supply falls short of demand, the prices have seldom been changed 
to increase supply and limit demand 

The state bears all financial responsibility. The neglect of the role 
of the market also results in a system whereby the state bears all finan- 
cial responsibility for the operations of an enterprise. The state brings 
an enterprise, without compensation, all its fixed assets and the bulk of 
its funds, which it may use or misuse without any financial responsibili- 
ty. On the other hand, the enterprise has to turn over all its income to 
the state, including its net income as well as most of the funds for cover- 
ing its basic depreciation costs, and draws from the state treasury all its 
production and welfare funds. In these circumstances, business account- 
ing in an enterprise becomes a mere formality instead of serving as a 


‘Liu Guoguang and Zhao Renwei, “Relationship Between the Plan and the Market 
in a Socialist Economy,’ in Jingji Yanjiu (Economic Studies), No. 5, 1979, p. 46. 
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motor propelled by the collective material interests of workers and staff 
who drive production forward, 

The tendency towards self-sufficiency, Failure to look at an enter- 
prise in its relations with the market has led to its management from the 
small producer's standpoint instead of treating it as part of the large-scale 
socialized production in which each enterprise specializes in a certain field 
and co-ordinates its work with many others, The big and small indus- 
trial enterprises in China are generally marked by a tendency towards 
seclusion and self-sufficiency and a drive towards omnipotence. In nu- 
merous cases an enterprise is run as a society in itself. There are many 
reasons for this, but a major one is the attempt to cut off the market 
relations of the enterprises.' 


Criticizing the theory of incompatibility between socialist planning and 
the market, the article points out that the antithesis of planned economic devel- 
opment is spontaneity and anarchy in production but not the market. The 
former is peculiar to economies based on private ownership, the latter isn’t. 
The antithesis of market economy is not planned economy but natural econo- 
my. Whether market relations are marked by spontaneity and anarchy de- 
pends on the system of ownership. Under the conditions of socialist public 
ownership, market relations can be controlled consciously for the furtherance 
of the planned development of the socialist economy.’ 


Why People Look Askance at Commodity Economy? 


How did it happen that, in the Soviet Union and in China, the role of the 
market and of the law of value was neglected for a long time? He Jianzhang 
has made the following analysis: 


In the past, we did not recognize the socialist economy as a kind of 
commodity economy and, as far as the economy based on ownership by 
the whole people was concerned, we neglected to place the market and the 
law of value at the service of socialist construction. The social origin of 
this phenomenon was the serious influence of small production. Small 
production forms the basis of a self-sufficient natural economy, in which 
every household is a world in itself and the head of the family commands 
all.its economic operations. The small producer is, by his very nature, 
exclusive of commodity circulation and market relations, in which in- 
tense competition prevails, prices may change at any moment and the 
commodity producer, being at the mercy of the spontaneous forces of the 


'Ibid., pp. 46-47, 
?Ibid., p. 47, 





market, may go bankrupt at any time... . The small producer cannot 
avoid being swept into the whirlpool of commodity circulation, yet by 
instinct he tries to resist such a process, entertaining the illusion that he 
might be able to return to the kingdom of a natural economy... . 

In Russia, monopoly capitalism did not dominate the economy before 
the socialist revolution, capitalist commodity economy had not undergone 
a sufficient development, and the rural population accounted for 82 per 
cent of the nation’s total in 1913. In some regions in the countryside, 
the natural economy was experiencing a transition to a commodity econo- 
my, while elsewhere patriarchal small production and manors under feu- 
dal serfdom were still dominant... . The force of habit of small pro- 
ducers could not but have a serious impact on the way people looked at 
the socialist economy. Soviet economists spoke of it as a natural, self- 
sufficient economy and the program of the Russian Communist Party 
(Bolsheviks) dated 1919 referred to “the replacement of commerce by a 
planned, nationally organized exchange of products.” Later experience 
proved that, owing to the co-existence of several economic sectors, the 
exchange and circulation of commodities could not be done away with. 
.. . Stalin said that commodity production was necessary while two 
kinds of socialist ownership, ownership by the whole people and collective 
ownership, existed alongside each other. Though making an important 
contribution to Marxism-Leninism, actually he continued to see the cir- 
culation of commodities and the law of value as vestiges of the old so- 
ciety, tried to limit them as far as possible, excluded the means of pro- 
duction from the sphere of commodity circulation, and stressed that the 
law of value did not play the role of a regulator in socialist production. 
Soviet economists, including Stalin himself, did not free themselves ide- 
ologically from the influence of the outlook of natural economy typical 
of the small producer. 

Under the impact of this outlook, the Soviet setup for planning and 
management seldom took into consideration the laws of commodity econ- 
omy, principally the law of value. Modelled on the pattern of small pro- 
duction, the entire national economy could be likened to a colossal house- 
hold, in which the patriarch, i.e., the state, assigned compulsory targets to 
producers, who must do everything he said. All products must be turned 
over to the state, which in turn supplied all means of production. The 
feudal sovereign with his absolute power and the rigid hierarchy of 
bureaucratic organs in Tsarist Kussia were related to each other much like 
the elders and their subordinates in a small producer’s family. To a cer- 
tain extent, the centralized system of planning and management in the 
Soviet Union took shape under the influence of the feudal, autocratic 
bureaucracy based on small production in Tsarist Russia. 
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After liberation, China followed the Soviet system of planning and 
management and has kept within its general framework ever since. There 
are many reasons for this. For one thing, China has not summed up her 
valuable experience in utilizing the market and the law of value, such 
as her experience during the period of economic rehabilitation im- 
mediately after liberation (1949-52), the period of the First Five- 
Year Plan (1953-57), and the period of economic readjustment in 
the early 1960s. Secondly, compared with Russia before’ the 
October Revolution, commodity economy was even less developed and 
small production accounted for a still bigger proportion of national pro- 
duction in old China, giving rise to a like-mindedness with the economic 
thinking of the small producer in the Soviet Union,' 


Reorientation 


The following are some typical questions and answers concerning 
the revamping of the nation’s economic setup now under discussion among 
economists :? 

Q.: What should be the basis of the production plan of an enterprise? 

A.: It should be based on social demand. While state planning is based 
on social demand in a general sense, it cannot possibly meet the wide range 
of ever-changing demands in all fields of socio-economic life. Nor can it take 
into account the specific conditions in each and every enterprise. If produc- 
tion is to suit demand, the plan of an enterprise must not be based on in- 
flexible targets handed down by the higher authorities, but on market de- 
mands and the circumstances and interests of each enterprise under general 
state guidance, and should be signed into contracts between producer and sell- 
er, or between buyer and seller. 

Q.: How will the products be marketed? 

A.: An end must be put to the practice whereby state commercial de- 
partments buy up all products regardless of their marketability. This applies 
to consumer goods as well as the means of production. Everything must be 
sold on the market, except for a few items which are expected to be in short 
supply for quite some time and which may be distributed by the state 
through consultation with various quarters. The means of production should 
be marketed through direct arrangements between producer and seller or 
through the medium of wholesalers. 

@.: What will be the financial responsibilities of a state enterprise? 

A.: It should be made fully responsible for its profits or losses. This will 
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‘He Jianzhang, op. cit., pp. 39-41. 
*Cf. Liu Guoguang and Zhao Renwei, op. cit., pp. 49-53. 
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be a fundamental departure from the present practice of the government pay- 
ing for nearly all its expenses and taking over the bulk of its income. 

Q.: In what way will this new system be put into effect? 

A.: Apart from paying government taxes and loans, a state enterprise 
will no longer turn over its profit to the government, but will use it for in- 
vestment in extended reproduction, for raising the wages and salaries of its 
workers and employees, and for increasing their welfare funds. It may con- 
tract loans from state banks and use them as capital construction or circulat- 
ing funds, which will no longer be provided by the government without com- 


pensation. 
Q.: What about prices? Will there be any change in the present price 


policy? 

A.: Yes, of course. Political economists say changes in the values of prod- 
ucts, which result from changes in labor productivity, are the ultimate causes 
of price changes. For a long time, denial of the role of the law of value as a 
regulator of socialist production led to the belief that, in a planned socialist 
economy prices should stay where they are almost indefinitely. But as labor 
productivity in industry rises faster than that in agriculture in China at pres- 
ent, fixing the prices of industrial goods merely serves to widen the discrep- 
ancies between them and farm prices. Also, fixed prices cannot reflect the 
changes in supply and demand, and consequently cannot be used as a means 
to adjust the relations between the two, nor as a lever for improving produc- 
tion and business management. All this points to the need to readjust prices 
from time to time and to float the prices of certain commodities. 

Q.: How do Chinese economists look at competition? Do they think it 
is compatible with socialism? 

A.: A number of them have recently expressed the view that there is 
no commodity economy without competition, which is an important force 
that drives society forward. Under capitalism it aggravates anarchy in pro- 
duction, gives the reins to speculation and profiteering, and results in the 
triumph of certain people and the ruin of others. Under socialism it remains 
a means of promoting economic and technological progress. Certain poorly 
managed enterprises will pass out of existence in the course of competition, 
but they will be remolded to serve more useful purposes, and their personnel 
will be assigned to new jobs without suffering such tragic consequences as 
under capitalism. 


—-Written by Gao Zhihua 
Translated by Zhao Guanglu 
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GENERAL ECONOMIC INFORMATION 


BOOK REVLEW OF 'THEORETICAL QUESTIONS OF SOCIALIST ECONOMY ' 
Beijing SOCIAL SCIENCES IN CHINA in English Vol 1, No 1, Mar 80 pp 216-227 


[Book reivew by Ma Jiaju of "Theoretical Questions of the Socialist Economy" 
by Sun Yefeng!] 


[Text | 


It is no accident that Sun Yefang’s Theoretical Questions of the Socialist 
Economy has received wide attention. The volume, which runs to nearly 
300,000 characters, has indisputable importance to both academic research and 
economic work in China. A number of standpoints which have only just been 
accepted in current discussions on the reform of the country’s financial-eco- 
nomic setup were advanced by the author as far back as the 1950s and the 
mid-1960s. 


An Overview 


Largely because of his high theoretical attainment and his long experience 
as a business executive, the author is able to effect in his writings a close in- 
tegration of theory and practice.’ Whether he advances his theses from the 
angle of practical work or from that of basic theoretical research, he always 
aims at the solution of problems arising in China’s socialist construction. He 
gives first priority to the question of maximizing the effectiveness of socialist 
economic operations, and draws the correct conclusion that the key to this lies 
in the improvement of management and the perfection of the economic setup. 
Looking through his earlier writings, one finds that he grasped a vital point 





‘After China's liberation, Sun Yefang headed the First Ministry of Machine Building 
in East China and then served as Vice-Director of the State Bureau of Statistics. As 
Director of the Institute of Economics of Academia Sinica he put forward a series of 
ideas on improving China’s economic setup and management, and came under fire as the 
“Yevsei Liberman of China’ who advocated “putting the profit motive in command,” 
and was consequently removed from the post in 1964.— Trans. 
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decisive to the speed of development of China’s economy immediately after the 
nation completed the socialist transformation of the system of ownership. 

Sun Yefang stresses the need to follow economic laws and objects to the 
practice of “setting politics and economics against each other.” He criticizes 
the idealistic view which “speaks of politics as something divorced from eco- 
nomics and tries to substitute the mass line or ‘politics in command’ for objec- 
tive economic laws,’’! and stands for the strict observance of these laws and 
the direction of economic affairs through a combination of administrative and 
economic measures. He points out, ‘Administrative measures are always nec- 
essary in economic management, and they cannot be dispensed with even in 
communist society. We are opposed to supra-economic administrative meas- 
ures which violate economic laws. Nobody would object to administrative 
measures which conform to economic laws and are integrated with economic 
measures.””” 

Basing himself on his investigations into the chief drawbacks of China’s 
system of economic management, which began to surface in the 1950s, he puts 
forward a series of suggestions for reform. 


He stands for a change from the over-concentration of power in economic 
management and recognition of the right of enterprises to independence within 
the framework of the system of ownership by the whole people. He _ points 
out: 


The crux of the question of the financial-economic setup is this: How 
much power should be enjoyed by an enterprise, an independent organi- 
zation conducting its own business accounting? And what are its respon- 
sibilities and its relationship with the state? In other words, it is a ques- 
tion of the right of an enterprise to manage its own affairs. The other 
questions concerning the financial-economic setup, such as the relation- 
ship between central and local authorities, would not be difficult to solve 
once the powers of an enterprise are defined.” a 
Sun Yefang recommends a division of economic power between an enter- 

prise and the state along the demarcation line between simple and extended 
reproduction, suggesting that everything lying within the sphere of simple re- 
production be handled by the enterprise provided that it keeps to the state- 
assigned lines of production. In this connection, he thinks it is necessary to 
place in the hands of an enterprise the funds for the replenishment of fixed 


'“To Understand Economics, One Must Know Something About Philosophy,” in 
Theoretical Questions of the Socialist Econony, Beijing, 1979, pp. 57-58. 


7“Comments on a Draft Report,” ibid., p. 193. 


I“The Question of the Financial-Economic Setup Within the Economic Sector Under 
Ownership by the Whole People,” ibid., p. 140. -4 
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assets which are controlled and allocated by the state.’ Considering the serious 
waste of state funds allocated to enterprises without compensation, he _ pro- 
poses a changeover to the principle of compensated use of state funds, where- 
by the state requires an enterprise to hand in an amount of profit propor- 
tionate to the state funds granted to it.’ 

Sun Yefang attaches great importance to the profit norm in planning and 
management. <A consistent critic of the practice of taking total output value 
as the main criterion of economic performance, he analyses its defects and 
argues for its replacement by the profit norm. He explains the fundamental 
difference between socialist and capitalist profit and points out that the suc- 
cess of a socialist enterprise may be judged on the basis of how much profit 
it gains while fulfilling its production quotas. He writes: 


The biggest advantage of the profit norm lies in that it reflects the 
real situation in production and promotes improvement in management. 
.. . Fulfilment of the profit norm boosts the achievements in other re- 
spects, for whoever wishes to acquire the targeted pure output value has 
to complete the output quotas, cut down costs and raise labor productiv- 
ity. Thus arise in profit or the net output value inevitably brings a 
growth in material wealth’ 


To use the profit norm as a uniform standard for examining the economic 
performance of enterprises, Sun advises the determination of planned prices ac- 
cording to production prices. When this is done, the profit rate of the funds 
invested will provide a yardstick of economic performance. 

Sun Yefang also proposes reforms in the system of distribution of equip- 
ment, raw and processed material and other means of production, which is 
handled solely by government departments in separation irom the market. He 
is deeply aware of the drawbacks of such a system, which he considers labor- 
and-time-consuming, liable to create too many contradictions, and incompatible 
with socialized production under socialism. He takes the view that, even 
within the state-owned sector of the economy, government distribution must be 
replaced by contract transactions between buyer and seller, stressing that “the 
buy-and-sell contracts conciuded between enterprises, covering the quantities, 
types and specifications of the products to be purchased or sold within their 
originally prescribed fields of production, are something up to the enterprises 





'“The System of Management Concerning Fixed Assets and Socialist Reproduction,” 
ibid., p. 249. 


*Ibid., p. 243. 
°“Thoughts on Total Output Value,” ibid, pp. 34-35. 
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themselves in which the central or local authorities should not interfere.” In 
short, he stands for directing the supply of means of production within the 
state-run sector of the economy into the channels of commodity circulation. 
While focusing on the state-run sector and on the system of industrial 
management, he shows a keen interest in agriculture. He calls for raising the 
prices of farm produce so as to gradually eliminate the discrepancies between 
industrial and farm prices. In particular, he stands for abolishing the practice 
of funnelling part of the peasant income into state coffers through an inap- 
propriate pricing policy. In his opinion, instead of collecting a relatively low 
agricultural tax from the farm collectives while taking much of their earnings 
by purchasing their products at low prices, the government should let them ful- 
fil their financial obligations to the state by paying a higher agricultural tax 
and buy their products at reasonably higher prices. In other words, the actual 
appropriation of peasant earnings should be changed to open taxation. 


An Evaluation 


In making suggestions, Sun Yefang does not take things at face value. He 
goes beyond summing up experience, always providing theoretical underpin- 
nings for his proposals. Since the socialist economic setup is a component of 
socialist relations of production, he believes it must be studied from the angle 
of political economy. He disagrees with the notion of “avoiding involvement 
in disputes over concepts,” holding that research on ecor. aic theory must be 
carried out by means of abstraction and that concepts and categories must be 
emphasized and clarified. “We must guard against cutting off our theoretical 
research from reality or engaging in empty debates which do not hit the crux 
of the questions under discussion,’”’ he says. “Nevertheless, we should not give 
up eating for fear of getting choked and evade conceptual debates, because 
that will allow confusion over concepts to persist.’”* 

In the theoretical research on which Sun Yefang bases his proposals, the 
law of value is a central subject, and it is from the angle of the functions of 
this law that he views the question of the economic setup in the main part of 
his research. This is why most of the collected essays fit together as an organic 
whole and the book reads more like a monograph than an ordinary collection of 
academic papers. Of course, questions of the economic setup are not related 
to the law of value alone. The managerial setup in a socialist economy, as a 
concrete form in which the basic structure of such an economy manifests itself 
in given historical circumstances, is the condition under which all the economic 
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'“The Question of the Financial-Economic Setup Within the Economic Sector Under 
Ownership by the Whole People,” ibid., p. 145. 


27“On Value,” ibid., p. 85. 
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laws Originating in this basic structure operate. A sound setup is capable of 
providing a rational mechanism of economic activities as required by the 
historical nature of the basic structure of the socialist economy and its laws, 
wiving full scope to these laws in the interest of promoting economic growth, 
But in focusing his research on the law ot value, Sun Yefang shows sound 
idament, for a number of the drawbacks of our managerial setup are insep- 
wable from our inadequate regard for the role played by the law of value. 
During the period when Sun Yefang was conducting the greater part of 
his research, economic studies in China were dominated by the view that the 
law of value is alien to the socialist economy. While the inevitable existence 
f this law was recognized, its role was regarded as antithetical to the basic 
economic law of socialism and the law of balanced, proportionate develop- 
and to the planning and management of the nation’s economy. This view 
was the theoretical expression of a managerial elup characterized by an Over- 
concentration of power, the application of exclusively administrative measures 
ind a strong reminiscence of the supply system —a_ kind of military com- 
unism practiced in the days of China’s revolutionary wars. Small wonder 
‘uch a view was used to justily such a managerial setup. 
n Yefang's most important accomplishment in his theoretical study of 
i) economy was his full affirmation of the role of the law of value in a 
‘ist economy, and he was the first advocate of such a view among eco- 
ic research circles in China. Not only was he opposed to any attempt to 
the role of the law of value against that of the basic economic law of so” 
lism and the law of balanced, proportionate development, but he was also 
igainst the superficial view according to \ ow) the law of value is useful under 
ocialism only in the sense that the variances of the prices of commodities from 
values may be used to adjust supply and demand. In an article written 
6, he analyses the two main functions of the law of value under socialism: 
rhe first function of this law, he points out, is that it enables us to “push 
vard the developrnent of productive forces in a socialist society through a 
ognition and calculation of the average socially necessary amount of labor.” 
(his is because “the secret of developing production lies in lowering thé 
iverage socially necessary amount of labor, in improving technology and man- 
agement, so that a relatively small number of backward enterprises may catch 
up with those of an intermediary level, which are the majority, by economiz- 
ing on the consumption of labor (including living labor and materialized labor), 
ie int ediary ones may catch up with a small number of advanced ones, and 
advanced ones may achieve further progress.”’ 
[he second function of the law of value, Sun Yefang continues, is to 
rve as a regulator of production or a distributor of social productive 


forces.’ This is because the quantities of the different kinds of products in 
demand represent only one aspect of the question of the regulation of social 
production Another aspect, inseparable from the first one, concerns the 
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amount of labor or investment needed in each particular department of pro- 
duction, which drops in a relative or absolute sense with a rise in the labor pro- 
ductivity manifest in the products from that department." 


Contrasting the functions of the law of value under socialism with its 
functions under capitalism, Sun Yetang states that “the only difference lies in 
the way it functions, or its form of manifestation.’’ That is to say, economic 
planners in a socialist society may consciously follow the requirements of the 
law of value in their planning and fulfil these requirements through planned 
economic operations. Under socialism, therefore, the law of value works in 
the same direction as the basic economic law of socialism and the balanced, pro- 
portionate development of the economy. On this basis, Sun advanced his fa- 
mous thesis, “place planning and statistics on the basis of the law of value.” 
The theoretical significance of his views will be clear when one considers the 
fact that they were published at a time when people still regarded as immu- 
table the conclusion given by J. V. Stalin in his Economic Problems of Social- 
ism in the U.S.S.R., namely, that undey socialism the law of value serves as 
a regulator up to a certain limit in the sphere of circulation of consumer goods 
and that it influences but does not regulate production. 

Sun Yefang devotes far more attention to the first function of the law of 
value stated above, ie, its function in improving economic performance. He 
says, “recognizing the significance of the concept of value means, in our socialist 
society, recognizing the significance of economic performance.’’ “Research on 
economic performance, which means in the final analysis the economization of 
time, lies at the center of the study of the law of value in a socialist society.’ 
Clearly, his proposals on the reform of the economic setup — expansion of 
the power of enterprises, compensation for the use of state-allocated fixed 
assets, adoption of the profit norm as the overall index to the performance of 


an enterprise, a breakaway from the state allocation of the means of production, 
reform in the pricing system, independent business accounting to be conducted 
DY each ¢ nterprise, etc are all aimed at Improving the economic periorm- 
ance of enterprises by creating fa’ ‘ole conditions for giving wide scope to 
the law of va'ue. Time ar gail in stresses the point that “although the 
aim of socialist production is the acquisition of use value, it is incorrect to put 
lopsided stress on use value To increase wealth or use value, one must empha- 
ize value while paying cl ttention to use value.’ He said that value and 

'“Place Planning and Statistics on the Basis of the Law of Value,” ibid., pp. 5-7. 

2Ibid., p. 7 

“On Value,’ ibid, p. 121 


‘Ibid p. 126 


Summary of a Speech on Production Prices at the Forum on Socialist Reproduc- 
tion,’ ibid. p. 299 
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use value ‘must be taken care of Simultaneously in economic work, because 
economization, as Engels points out, is a balancing of useful effects and labor 
expenditures Labor expenditures are Value, and useful effects are use value, 
the quantity of goods produced, To stress expenditures and pay no attention 
to effects, or to do the contrary, does not conform to economic principles.”"’ How- 


ever simple that truth may seem, it was not reec,,. zed for quite a long time. 


A Critique 


While Sun Yefang deserves full credit for his achievements in theoretical 
research, @ perplexing and controversial question emerges from his views on 
he law of value. 

He states repeatedly that the law of value he speaks of is not the general- 
ly understood one, which is connected with commodity production. He denies, 
on the one hand, the existence of commodity production and exchange within 
the state-owned sector of the economy and, on the other, the fact that value is 
i category peculiar to commodity production. Instead, he interprets value as 

necessary labor in any socialized production. With him, therefore, 
re is a law of value operating in non-commodity production, or what he 
calls a “law of value of products.’” 

What is this “law of value of products’? Sun Yefang says that it is 

law governing the existence and motion of socially necessary labor which 
orms the substance of value,’’’ or “the law of the substance of value 
elf, namely, what Marx defines as the foremost economic law of collective 
production — the law of economizing on labor time,’* a law which will con- 


f communist society. To prove his 


inue to operate in the higher phase o 
int, he often quotes Marx and Engels on the role of ‘‘the determination of 
ie in communist society and on “all that would be left of the politico- 

economic concept of value in a communist society,”’ which Marxist econo- 

mists are generally familiar with 

People differ in their interpretation of these quotations from the classical 


Marxist writers, and a common understanding can be reached only through 
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discussion. Perhaps future generations will decide whether the word “value” 
may be retained for the labor expended on products in the higher phase of 
communist society. However, one thing cannot be evaded, and that is the fact 
that state enterprises in China today can establish their economic ties only 
according to the mode of commodity production and circulation, and that their 
products can only be produced and exchanged as commodities. This is a 
fact about the basic structure of China's socialist economy at the present 
stage, which in the final analysis is determined by the level of development 
of the country’s productive forces. It is a truth which people have recently 
accepted. Of course, our present economic setup does not give full expres- 
sion to this reality, which shows that it is not in full conformity with the 
basic economic structure and hinders the normal operation of the law of value. 
Instead of any other kind of law of value, it is the law of value connected 
with commodity production that exists in our socialist economy. From this 
one can see that Sun Yefang's research on value has a dual character 

On the one hand, irrespective of his subjective wishes, as long as he talks 
about socially necessary labor in our present socialist economy, he is, contrary 
to his own statements, studying the law of value connected with commodity 
production, for the value of commodities is the particular form in which 
socially necessary labor exist Moreover, since he concerns himself with 
how to economize on labor and achieve better economic results in our social- 
ist economy, he makes many correct analyses on the role of the law of value 
by emphasizing the concept of socially necessary labor, and draws many im- 
portant conclusions about reforming the economic setup. 

On the other hand, however, Sun limits the concept of value to the 
substance of value, neglecting or even misunderstanding the form in which 
this substance embodies itself. Therefore, he is not exactly studying the law 
of value of commodities. He equates the planned economy under the condi- 


tions of socialist commodity production, or at least the state-owned sector of 


this economy, with the planned economy in the higher phase of communist 
society, maintaining that, with tt iw ol prices according to plan, exchange 
value ceases to be the embodi of val In his opinion, his abstract 
thesis that ‘“‘thi ecret of all ee uc problems hes in how to obtain more 
products with ; labor’' should be the guideline for the study of political 
economy concerning socialis his view excludes the relationship of the 
ff opposites among the state, the collectives and the individual workers 

based on the fundamental identity of their interests and especially the rela- 
ul amol late enterprises aS relatively independent commodity producers 
in socialist commodity production and exchange. But it is impossible to 
analyse the functions of the law of value correctly without a concrete his- 
'“To Undeistand Economics, One Must Know Something About Philosophy,” op. cit., 
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torical examination of such related interests, In this respect, Sun Yefang’s 
analysis of the role of the law of value in a socialist economy is incomplete, 
lt may be noted that, in his 1956 article, “Place Planning and Statistics on 
the Basis of the Law of Value,” Sun did not put forward a second concept 
of the law of value. Instead, he said, The law of value always remains the 
same. As to how it manifests itself and plays its role under different social 
formations, this is exactly a subject to be studied and explained in political 
economy.”' It was only in articles written in 1959 and afterwards that this 
view was replaced by statements about two different laws of value. By this 
time he had gone into many aspects of the question of the economic setup 
and had achieved results in his study. However, this change in a basic con- 
cept could hardly be considered a step forward. 

The deficiencies in Sun Yefang’s basic theoretical concept of the law of 
value affect his views on practical questions. For example, he sets forth 
many important ideas about reforming the economic setup, but he ignores 
almost entirely the application of the principle of material interest. He cor- 
rectly emphasizes the role of the profit index in evaluating the work of an 
enterprise, but at the same time he maintains that an enterprise should hand 
ver all its profit to the state. Thus while he proposes a correct criterion for 
iluating the performance of an enterprise, he never explains why it should 
ry to earn the highest possible appraisal. Obviously, it cannot be prompted 
to do so through political and ideological education alone. Perhaps we can 
say that while Sun designs a number of reasonable mechanisms for socialist 
economic operations, he overlooks the internal economic impetus for setting 
the entire economic machine in motion. The result is a well-assembled clock 
with its mainspring left out. 

Sun has revised his views on the question of profit in articles written 
after the fall of the Gang of Four, and has proposed that enterprises keep a 
portion of the profit they earn over and above the planned targets as a state 
reward. But he does not seem to realize that his original view flowed logi- 
cally from his basic concept of the law of value. Although he pays much at- 
tention to the circulation of commodities, he does not touch on the function 
of the market in a socialist economy. This again has to do with his denial of 
the existence of commodity production and exchange in the state-owned sec- 
tor of the economy, his exclusive concern, on the question of value, for the 
alculation of socially necessary labor time to the neglect of people’s material 
interests in the process of exchange, and his over-simplification of the ways 
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by which the law value may operate through economic planning under the 
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Other Observations 


It is not strange to find shortcomings in Sun Yefang’s research. On the 
contrary, these shortcomings are more easily understandable than the many 
important achievements he was able to make. It was mainly from the mid- 
1950s to the mid-1960s that his system of economic thought coalesced. He 
had to be courageous as well as highly accomplished to develop his theories 
during that period. Today, after the collapse of the Gang of Four, it takes 
neither his courage nor his theoretical attainment to point out the deficien- 
cies in his work, because people have broken into many forbidden areas in 
theoretical research, emancipated their thinking, and widened their knowl- 
edge and vision. 

The system of economic management in China, shaped in the early 1950s, 
was an imitation of that of the Soviet Union. Characterized by highly cen- 
tralized administration, it was historically rational. It guaranteed the realiza- 
tion of socialist industrialization in the Soviet Union in Stalin’s era, and it 
played an important role in promoting the growth of China’s national economy 
during the period of her First Five-Year Plan (1953-57). Even in that period, 
however, the drawbacks of the Soviet management model became increasing- 
lv obviou It dampened the enthusiasm and initiative of enterprises and in- 
dividual workers, hindered a speedy rise in labor productivity and a rapid 
increase in economic effects, and discouraged the creation of more rational 
and flexible economic links among the various fields of social reproduction 
and the state enterprises 

Corresponding to this economic setup was the economic theory which 
judged everything by the standard of J. V. Stalin’s Economic Problems of 
Socialism in the U.S.S.R., pub ed in 1952. The book had great theoretical 
Significance because it cmphas:. d the objective nature of economic laws, 


advanced the concepts of the basic economic law of socialism and the law 


of balanced proportion ite development of the national economy and, to some 
extent, affirmed the role of the law of value in a socialist economy. On the 
other hand, Stalin's book denied that the means of production were commodi- 
ties, limited the role of the law of value to narrow confines, and did not give 
adequate attention to circulation hus it had serious shortcoi.'ngs and con 
tained some errot in this sense, the book provided much theoretical basis 
ior the economic st! ire prevailing at the time, and efforts to break out 
of its framework arose when the objective circumstances of China’s develop 
ment demanced structural reform. In this context, some of China's cconomic 
theoreticians begat lependen rath imong them Sun Yefang 

Sun attributed the main tects in the economic theory of the time to a 
misun tand of the natu ff the socialist economy as “an economy in 
which people Know nothing more than the material objects, as in the economy 








of @ prinitive communist society, Le, a natural economy in which people 
have no concepts like abstract labor, value, price and money.’ In_ his 
Opinion, pe litical economy concerning socialism could not take a single step 
forwaid unless it broke down this “theory of a natural economy.” 
When Sun Yefang's Theoretical Questions of the Socialist Economy is 
ced against such a historical background, it becomes clear that the author 
vas a leading representative of those seeking emancipation of the mind in 
China's economic research circles during the » viod from the mid-1950s to 
the mid-1960s, and that he achieved the results of his study under difficult 
stances. These results reflected in part the solid content and distine- 
tive features of the studies in political economy in China in that particular 
{1 should occupy a prominent place in a comprehensive survey of 


? y 
ye’ i all 


‘contemporary economic thinking in the country. As to the flaws in his work, 
they were mainly a manifestation of historical limitations. While criticizing 
he “theory of a natural economy,” he also opposed the so-called “theory of 

nmodity economy,” revealing his inability to break away from the denial 
f the means of production as commodities and his failure to adhere to a 


Wh ctl 


orrect standpoint through to the end. In other words, he was not altogether 


\ 


igh in his theoretical arguments and practical propositions. Even so, 
er, his views were not tolerated at the time. Actually, Comrade Mao 

had attached much importance to the place and role of commodity 
production and the law of value in a socialist economy. Using the succinct 
that the law of value was “a great school,” he instructed Communis®@ 
Party members and cadres to do good economic work by applying this law 
Starting in the late 1950s, an ultra-left trend initiated by Chen Boda and 
7Znang Chunqiao placed more and more fetters on economic thinking. Sun 
Yefang’s views were vilified as a ‘revisionist’ attempt to prepare public 


i. 


pinion for a capitalist restoration. Labelled with all kinds of bizarre names, 


Sun was subjected to severe persecution on the eve of the Cultural Revolu- 
[he articles and papers collected in the Theoretical Questions, some 
yublished for the first time, are themselves an effective refutation of the 
ders against the author. It was only in the days when people were not 
wed to think for themselves, express different opinions or openly reply 
iticism” that a few persons could call black white and delude the mass- 
iding lies Once the ban on the freedom of expression was lifted, 
iblic drew fair conclusions on the rights and wrongs. Perhaps this brief 
view of Theoretical Questions has already made clear what the author 
tands for and the kind of public opinion he is preparing. The book shows 
strong sense of political responsibility and nis courage in upholding prin- 
“To Understand Economics, One Must Know Something About Philosophy,” tbid., 

p. 60 





ciple. Full of enthusiasm for the cause of socialism and communism, he was 
worried about the serious shortcomings in economic work and the economic 
setup, and regarded finding solutions to economic problems as an obligation 
a theoretician could not shirk. Once he said, “Theoretic:ans should share the 
responsibility for the neglect of the effectiveness of investments, which has 
resulted from a confusion of concepts, of ideas.”' Even when he had come 
under fire, he insisted, “It is necessary to distinguish between capitalist prof- 
it and socialist profit... . Don’t turn pale at the mere mention of profit.... 
[t is the duty of us theoreticians, not of the practical workers, to clarify the 
question.’ It was out of this sense of duty that Sun assiduously studied a 
whole series of economic questions, repeatedly expounded the conclusions he 
arrived at, and disseminated the views he believed to be correct. 

The publication of Sun Yefang’s book, I believe, will arouse lively dis- 
cu-sions among people engaged in economic work and research, giving an 
impetus to the study of economic theory through normal discussion, consulta- 
tion, criticism and counter-criticism. 


— Translated by Liu Youyuan and others 


'"On Value,” bid, p. 127 


2“Summary of a Speech on Production Prices at the Forum on Socialist Reproduc- 
tion,” ibid, pp. 297-98. 
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